YOUR  RETIREMENT  INCOME:  HOW 

SECURE  IS  ITT 


HEARING 

BEFORE  THE 

SUBCOMMITTEE  ON  RETIREMENT  INCOME 
AND  EMPLOYMENT 

OF  THE 

SELECT  COMMITTEE  ON  AGING 
HOUSE  OF  REPRESENTATIVES 

ONE  HUNDRED  SECOND  CONGRESS 

SECOND  SESSION 


APRIL  4,  1992,  BREVARD,  NC 


Comm.  Pub.  No.  102-878 


Printed  for  the  use  of  the  Select  Committee  on  Aging 


U.S.    GOVERNMENT   PRINTING    OFFICE 
WASHINGTON    :  1992 


KF27.5 

.A374 

1992k 


For  sale  by  the  U.S.  Govenimeni  Printing  OITice 
lendent  of  Documents,  Congressional  Sales  Office,  Washington,  DC  20402 
ISBN   0-16-03917A-1 


YOUR  RETIREMENT  INCOME:  HOW 

SECURE  IS  IT? 


HEARING 

BEFORE  THE 

SUBCOMMITTEE  ON  RETIREMENT  INCOME 
AND  EMPLOYMENT 

OF  THE 

SELECT  COMMITTEE  ON  AGING 
HOUSE  OF  REPRESENTATIVES 

ONE  HUNDRED  SECOND  CONGRESS 

SECOND  SESSION 


APRIL  4,  1992,  BREVARD,  NC 


Comm.  Pub.  No.  102-878 


Printed  for  the  use  of  the  Select  Committee  on  Aging 


U.S.    GOVERNMENT    PRINTING   OFFICE 
WASHINGTON    :  1992 


For  sale  by  the  U.S.  Government  Printing  Office 
|endent  ot  Documents.  Congressional  Sales  Office,  Washington,  DC  20402 
ISBN   0-16-039174-1 

KF27.5 

.A374 

1992k 


SELECT  COMMITTEE  ON  AGING 
EDWARD  R.  ROYBAL,  California,  Chairman 


THOMAS  J.  DOWNEY,  New  York 

HAROLD  E.  FORD,  Tennessee 

WILLIAM  J.  HUGHES,  New  Jersey 

MARILYN  LLOYD,  Tennessee 

MARY  ROSE  OAKAR,  Ohio 

BEVERLY  B.  BYRON,  Maryland 

HENRY  A.  WAXMAN,  California 

BUTLER  DERRICK,  South  Carolina 

BRUCE  F.  VENTO,  Minnesota 

BARNEY  FRANK,  Massachusetts 

TOM  LANTOS,  California 

RON  WYDEN,  Oregon 

IKE  SKELTON,  Missouri 

DENNIS  M.  HERTEL,  Michigan 

ROBERT  A.  BORSKI,  Pennsylvania 

BEN  ERDREICH,  Alabama 

NORMAN  SISISKY,  Virginia 

ROBERT  E.  WISE,  Jr.,  West  Virginia 

BILL  RICHARDSON,  New  Mexico 

HAROLD  L.  VOLKMER,  Missouri 

BART  GORDON,  Tennessee 

THOMAS  J.  MANTON,  New  York 

RICHARD  H.  STALLINGS,  Idaho 

JOSEPH  P.  KENNEDY  II,  Massachusetts 

LOUISE  M.  SLAUGHTER,  New  York 

JAMES  H.  BILBRAY,  Nevada 

JIM  JONTZ,  Indiana 

JERRY  F.  COSTELLO,  Illinois 

HARLEY  O.  STAGGERS,  Jr.,  West  Virginia 

FRANK  PALLONE,  Jr.,  New  Jersey 

JOLENE  UNSOELD,  Washington 

PETER  A.  DeFAZIO,  Oregon 

JOHN  LEWIS,  Georgia 

WAYNE  OWENS,  Utah 

ROBERT  A.  ROE,  New  Jersey 

GERRY  E.  STUDDS,  Massachusetts 

NEIL  ABERCROMBIE,  Hawaii 

DICK  SWETT,  New  Hampshire 

ROSA  L.  DeLAURO,  Connecticut 

ED  PASTOR,  Arizona 


MATTHEW  J.  RINALDO,  New  Jersey, 

Ranking  Minority  Member 
JOHN  PAUL  HAMMERSCHMIDT,  Arkansas 
RALPH  REGULA,  Ohio 
OLYMPIA  J.  SNOWE,  Maine 
CHRISTOPHER  H.  SMITH,  New  Jersey 
SHERWOOD  L.  BOEHLERT,  New  York 
JIM  SAXTON,  New  Jersey 
HELEN  DELICH  BENTLEY,  Maryland 
HARRIS  W.  FA  WELL,  Illinois 
JAN  MEYERS,  Kansas 
BEN  GARRIDO  BLAZ,  Guam 
PAUL  B.  HENRY,  Michigan 
FLOYD  SPENCE,  South  Carolina 
CONSTANCE  A.  MORELLA,  Maryland 
JOHN  EDWARD  PORTER,  Illinois 
JOHN  J.  DUNCAN,  Jr.,  Tennessee 
CLIFF  STEARNS,  Florida 
CRAIG  T.  JAMES,  Florida 
AMO  HOUGHTON,  New  York 
GARY  A.  FRANKS,  Connecticut 
DAVID  L.  HOBSON,  Ohio 
CHARLES  H.  TAYLOR,  North  Carolina 
WAYNE  T.  GILCHREST,  Maryland 
DICK  ZIMMER,  New  Jersey 
DICK  NICHOLS,  Kansas 
JIM  NUSSLE,  Iowa 


Richard  A.  Veloz,  M.P.H.,  J.D.,  Staff  Director 
Paul  Schlegel,  Minority  Staff  Director 


Subcommittee  on  Retirement  Income  and  Employment 


WILLIAM  J. 
FORD,  Tennessee 


HAROLD  E 

MARY  ROSE  OAKAR,  Ohio 

TOM  LANTOS,  California 

ROBERT  E.  WISE,  Jr.,  West  Virginia 

HAROLD  L.  VOLKMER,  Missouri 

THOMAS  J.  MANTON,  New  York 

RICHARD  H.  STALLINGS,  Idaho 

JIM  JONTZ,  Indiana 

JERRY  F.  COSTELLO,  Illinois 

PETER  A.  DeFAZIO,  Oregon 

JOHN  LEWIS,  Georgia 

EDWARD  R.  ROYBAL,  California 


HUGHES,  New  Jersey,  Chairman 

SHERWOOD  L.  BOEHLERT,  New  York 

Ranking  Minority  Member 
JAN  MEYERS,  Kansas 
FLOYD  SPENCE,  South  Carolina 
JOHN  EDWARD  PORTER,  Illinois 
AMO  HOUGHTON,  New  York 
GARY  A.  FRANKS,  Connecticut 
CHARLES  H.  TAYLOR,  North  Carolina 
DICK  NICHOLS,  Kansas 
MATTHEW  J.  RINALDO,  New  Jersey 
(Ex  Officio) 


(Ex  Officio) 

Brian  T.  Lutz,  Staff  Director 
Victoria  Blatter,  Minority  Staff  Director 

(II) 


U 


BOSTON  PUBUC  UBRmT 


CONTENTS 


Members'  Opening  Statements 

Page 

Chairman  Charles  H.  Taylor 1 

Amo  Houghton ^ 

Chronological  List  of  Witnesses 

Panel  One: 

Bruce  Brown,  Public  Witness 14 

Deborah  A.  Moeller,  Director  of  Investment  Services,  Clyde  Savings  Bank, 

Ashville,  NC 18 

Roger  H.  Aiken,  Investment  Limited  Partner  and  Branch  Office  Manager, 

J.C.  Bradford  &  Co.,  Ashville,  NC 36 

Panel  Two: 

Wilma  Rogers,  President,  Southern  Association  for  Notch  Victims 46 

Scott  Harvey,  Case  Analyst,  North  Carolina  Governor's  Western  Office 52 

Stan   Bradley,   Vice-President,   District   1,   North   Carolina  Association  of 
Long-Term  Care  Facilities 53 

(III) 


•'BOSTON  PUBUC  LIBRARY" 


YOUR  RETIREMENT  INCOME: 
HOW  SECURE  IS  IT? 


SATURDAY,  APRIL  4,  1992 

U.S.  House  of  Representatives, 

Select  Committee  on  Aging, 
Subcommittee  on  Retirement  Income  and  Employment, 

Washington,  DC. 

The  subcommittee  met,  pursuant  to  notice,  at  1:13  p.m.,  in 
Dunham  Auditorium,  Brevard  College,  Brevard,  NC,  Hon.  Charles 
H.  Taylor  (acting  chairman  of  the  subcommittee)  presiding. 

Present:  Representatives  Taylor  and  Houghton. 

Mr.  Briggs.  It  is  a  few  minutes  past  one,  so  we  will  begin  this 
program. 

This  is  a  Congressional  hearing  and  at  this  time  I  would  like  to 
recognize  the  Honorable  Charles  Taylor,  a  member  of  the  Select 
Committee  on  Aging,  and  one  of  the  Congressional  Members  who  is 
holding  this  hearing  this  afternoon. 

Congressman  Taylor. 

OPENING  STATEMENT  OF  CHAIRMAN  CHARLES  H.  TAYLOR 

Mr.  Taylor.  Thank  you.  I  would  like  to  introduce  Bruce  Briggs, 
who  is  the  administrator  for  the  district  office  here  in  western 
North  Carolina.  I  am  pleased  to  see  such  a  large  turnout.  This  is 
an  important  hearing. 

Let  me  tell  you  just  a  little  bit  about  the  rules.  The  presentation, 
both  questions  and  responses  made  by  the  panel,  will  be  part  of  the 
permanent  record  of  the  hearing.  We  are  going  to  have  some  brief 
comments  made  by  me  and  Congressman  Houghton,  whom  I  will 
introduce  in  a  moment. 

Then  we  will  have  our  first  panel  presentation  and  an  opportuni- 
ty for  some  questions.  We  may  not  get  all  of  our  questions  in  at 
that  time.  If  we  have  a  lot  of  questions,  we  may  want  to  limit  those 
until  the  very  end.  Then  our  second  panel  will  be  introduced  and 
we  will  have  an  opportunity  for  questions  from  that  panel  and  fur- 
ther general  questions. 

We  are  here  today  to  talk  and  get  your  comments  and  testimony 
from  our  panel  and  audience  on  the  Select  Committee  on  Aging's 
Retirement  Income  and  Employment  Subcommittee.  Our  subject  is, 
"Your  Retirement  Income:  How  Secure  is  it".  This  pertains  not 
only  to  the  income  we  have  as  far  as  investments  and  the  security 
of  these  investments  but  also  to  the  whole  realm  of  Social  Security, 
which  is  part  of  income  and  Medicare/Medicaid,  which  affects  your 
income.   There  will  be  some  statements  made  on  the  effects  of 
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health  care  and  long-term  health  care,  because  that  is  extremely 
important  to  those  of  you  who  are  retiring  and  the  income  that  you 
may  have. 

We  will  be  glad  to  talk  with  you  in  that  area.  Also,  since  I  am 
here  today  and  we  have  several  staff  members  from  my  office, 
those  of  you  who  have  individual  case  problems,  if  you  will  make  a 
point  to  see  Caroline  Choi,  Deborah  Strum,  or  Jane  Calvo,  you 
would  see  one  of  them  if  you  have  a  specific  case,  they  will  be  glad 
to  sit  down  after  the  meeting  and  work  with  you  on  any  specific 
problem  that  you  have.  One  has  already  been  brought  to  my  atten- 
tion, and  we  would  like  to  do  whatever  we  can. 

I  would  now  like  to  introduce  our  panel.  Mr.  Bruce  Brown,  first 
of  all,  is  a  public  witness  and  will  be  discussing  investments  and 
capital  gains;  Deborah  Moeller,  Director  of  Investment  Services,  for 
Clyde  Savings  and  Loan,  a  regional  bank  throughout  western 
North  Carolina  that  most  of  you  know;  Roger  Aiken,  a  partner  and 
manager  of  J.C.  Bradford  &  Company.  And  we  have  one  panel 
member  who  has  not  arrived  yet.  But  that  makes  up  our  first 
panel. 

Mrs.  Wilma  Rogers,  President  of  the  Southern  Association  of 
Notch  Babies;  Mr.  Scott  Harvey,  a  case  analyst  for  the  North  Caro- 
lina Governor's  Western  Office;  and  Stan  Bradley,  Vice  President 
of  District  1  of  the  North  Carolina  Association  of  Long-Term  Care 
Facilities  will  make  up  our  second  panel.  We  are  glad  to  have  the 
three  of  them  here. 

We  will  hold  the  record  open  for  a  period  of  at  least  5  days  to 
accept  written  statements  from  any  of  you  who  are  in  the  audience 
or  any  of  you  who  may  know  of  this  meeting  but  were  unable  to 
get  here,  if  you  have  written  comments  you  would  like  to  submit. 

I  would  also  like  to  recognize  Senator  Bob  Carpenter,  from  the 
North  Carolina  State  Senate,  who  is  with  us.  Bob,  would  you  please 
stand? 

[Senator  Carpenter  rises.] 

Mr.  Taylor.  We  appreciate  having  you  here  today.  Fran  Wasser, 
who  is  Chairman  of  the  Transylvania  County  Commissioners  and 
also  the  Chairman  on  the  Committee  on  Aging  here  in  the  county, 
is  with  us  in  the  back.  Are  there  other  Commissioners  or  legisla- 
tors that  I  have  missed,  in  the  audience. 

[No  response.] 

Mr.  Taylor.  Well  thank  you  very  much  for  attending,  all  the 
elected  officials  who  are  interested  in  this  program. 

This  area,  of  course,  is  an  extremely  important  area,  the  whole 
question  of  securing  the  retirement  income  of  our  senior  citizens. 
There  are  a  number  of  pitfalls  and  challenges  that  seniors  face,  not 
only  the  fact  that  investments  today  bring  a  lower  yield  that  puts  a 
strain  on  tho^  who  have  fixed  investments. 

We  also  find  that  the  number  of  poverty  is  growing  among  the 
elderly  across  this  country  and  in  western  North  Carolina.  Western 
North  Carolina's  regular  wages  are  generally  about  60  percent  of 
the  Piedmont  area,  and  that  has  been  the  case  for  a  number  of 
years.  So  that  means  traditionally.  Social  Security  and  other  retire- 
ment benefits,  if  they  are  available  at  all,  are  usually  much  small- 
er, proportionately  smaller,  than  people  working  in  other  parts  of 
the  State  and  in  other  parts  of  the  country.  We  feel  that  this  is 


something  that  we  need  to  discuss  and  that  the  country  needs  to 
pay  attention  to. 

But  there  are  other  areas.  The  notch  issue,  which  has  been 
before  Congress  for  some  years,  is  an  area  that  I  feel  particularly 
strongly  about.  There  are  two  pieces  of  legislation  that  deal  with 
that.  I  have  introduced  and  co-sponsored  both  those  pieces  of  legis- 
lation, and  we  will  be  talking  about  that  today,  and  the  impact 
that  they  have. 

The  earnings  limitation  on  Social  Security  is  another  issue  affect- 
ing the  elderly.  We  are  fortunate  to  have  with  us  today  the  original 
drafter  who  presented  that  legislation,  Amo  Houghton,  who  is  a 
Congressman  from  upper  New  York,  and  is  an  expert  in  that  area. 
He  will  be  speaking  to  us  and  will  be  able  to  answer  questions. 

And  then  of  course,  we  have  the  whole  question  of  health  care 
and  especially  long-term  health  care  and  how  it  affects  retirement 
income  and  retirement  savings.  So  we  have  a  list  of  subjects  that 
are  very  important  to  us.  There  are  some  45  pieces  of  legislation 
before  Congress  right  now  that  have  been  introduced.  And  that  is 
not  even  counting  the  President's  plan  that  he  has  introduced  ad- 
dressing health  care  reform.  There  is  no  consensus  about  health 
care,  whether  it  is  short-term  or  long-term,  in  Congress  at  this 
moment.  What  I  am  trying  to  do— and  I  have  held  two  hearings 
already  in  western  North  Carolina — with  part  of  what  we  are  talk- 
ing about  today,  is  to  get  your  ideas  in  this  area.  I  approach  health 
care  in  this  general  way — first  of  all,  we  have  got  to  maintain  the 
quality  that  we  have.  Some  of  the  suggestions  that  have  been  pre- 
sented might  make  health  care  available  from  a  cost  standpoint, 
but  it  would  destroy  the  quality,  and  we  cannot.  We  have  the  best 
health  care  in  the  world,  both  from  a  technological  standpoint  and 
availability,  which  is  extremely  important  to  the  citizens  across 
this  district. 

The  question  of  controlling  cost  is  important,  but  at  the  same 
time,  as  I  mentioned,  we  must  maintain  the  quality.  When  we  look 
at  ways  we  can  control  costs,  without  destroying  quality,  my  under- 
standing of  the  research  that  I  have  done,  about  22  percent  of 
health  care  cost  is  tied  to  malpractice,  not  just  the  insurance  that 
hospitals,  doctors,  and  other  health  caregivers  have  to  pay,  but  also 
the  many  tests  and  procedures  that  are  taken.  The  caregivers  will 
tell  you  that  they  are  not  necessary  for  health  care;  they  are  neces- 
sary for  malpractice  protection  and  are  either  required  by  the  in- 
surers or  by  the  hospital  administrators  or  by  others  who  are 
trying  to  cope  with  the  ever-growing  cost  of  medical  malpractice. 

We  also  have  opportunities  to  improve  the  efficiency  in  the  way 
health  care  is  administered,  especially  through  Medicare/Medicaid, 
where  we  have  some  1,500  different  forms  that  physicians  and 
health  caregivers  have  to  deal  with. 

We  find  that  in  changing  lifestyle,  we  can  make  substantial  re- 
ductions in  health  care  costs  without  destroying  quality.  That  is 
something  we  may  talk  about  today,  and  it  is  certainly  something  I 
would  like  for  us  to  think  about.  Then  I  think  we  also  have  to  dis- 
cuss the  quality  of  care  that  is  available  to  our  elderly  and  what 
we  can  do  to  control  costs  without  minimizing  care  for  our  loved 
ones. 


These  are  areas  I  think  we  may  touch  upon  today  as  well  as  the 
areas  of  investment,  Social  Security  and  the  notch. 

I  look  forward  to  hearing  the  testimony  of  the  witnesses  we  have 
here.  I  also  want  to  welcome  my  distinguished  colleague  from  New 
York,  The  Honorable  Amo  Houghton,  who  has  graciously  accepted 
my  invitation  to  attend  this  field  hearing.  Congressman  Houghton 
represents  the  34th  Congressional  district  and  is  currently  serving 
his  third  term  in  the  House.  First  elected  in  1986,  Congressman 
Houghton  serves  on  the  House  Budget  Committee,  the  House  For- 
eign Affairs  Committee  and  the  Select  Committee  on  Aging.  He 
came  to  Congress  after  serving  in  the  Marine  Corps,  earning  de- 
grees from  Harvard  University  and  the  Harvard  Business  School, 
and  completing  an  impressive  business  career.  He  is  a  past  presi- 
dent and  Chairman  of  the  Board  of  Corning  Glass  Works,  serviced 
as  Vice-Chairman  of  the  1982  Grace  Commission,  and  also  founded 
the  Labor-Industry  Coalition  for  International  Trade. 

[The  prepared  statement  of  Chairman  Taylor  follows:] 
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Good  Afternoon,  Ladies  and  Gentlemen.   I  am  pleased  to  call  together  today's 
very  unportant  hearing  to  examine  what  factors  are  threatening  the  retirement  income 
of  our  senior  citizens.    Today  we  will  look  at  the  pitfalls  and  challenges  that  Western 
North  Carolina's  seniors  face. 

Income  security  among  many  older  Americans  continues  to  be  a  serious 
problem.   While  the  general  poverty  rate  for  older  people  is  falling,  the  number  c^ 
elderly  who  are  just  barely  getting  by  has  increased  dramatically  in  recent  years.  The 
government's  statistics  on  poverty  levels  also  discriminate  against  our  seniors  by  setting 
the  poverty  threshold  at  a  lower  income  level  than  is  used  for  the  rest  of  the 
population. 

The  Subcommittee  on  Retirement  Income  and  Employment  has  gathered 
information  about  a  variety  of  factors  and  policies  which  contribute  to  the  low 
retirement  incomes  of  our  senior  citizens.   One  thing  is  clear.   We  must  change  our 
retirement  policies  to  reflect  what  our  elderly  people  now  face  in  the  real  world. 

Among  the  issues  our  panelists  will  be  addressing  here  today  are: 

>  the  affect  the  declining  interest  rate  has  had  on  traditional  savings 

>  the  capital  gains  tax  and  how  it  can  benefit  senior  citizens 


>  the  alternatives  to  traditional  savings  investments 

>  the  social  security  "notch" 

>  the  earnings  limitation 

>  the  cost  of  long-term  care  and  how  it  affects  retirement  income 

We  will  also  hear  from  you  —  Western  North  Carolina's  senior  citizens  —  who 
are  facing  the  same  challenges  that  now  confront  all  of  America's  seniors. 

My  goal  for  this  hearing  is  two-fold.  First,  I  would  like  it  to  educate  families  on 
the  importance  of  planning  for  their  retirement  years.   We  all  should  be  aware  of  these 
issues,  but  unfortunately  for  many,  a  lack  of  knowledge  and  planning,  may  likely  lead 
to  an  impoverished  future.   Second,  I  would  like  us  to  begin  to  actively  pursuing 
legislative  alternatives  that  would  assist  the  elderly  to  better  their  future  needs,  such  as 
a  repeal  of  the  earnings  limitation,  long-term  care  initiatives,  and  tax-free  savings 
plans. 

1  look  forward  to  hearing  the  testimony  of  the  witnesses  we  have  here.   I  also 
want  to  welcome  my  distinguished  colleague  from  New  York,  The  Honorable  Amo 
Houghton,  who  has  graciously  accepted  my  invitation  to  attend  this  field  hearing. 
Congressman  Houghton  represents  the  34th  Congressional  district  and  is  currently 
serving  his  third  term  in  the  House.   First  elected  in  1986,  Congressman  Houghton 
serves  on  the  House  Budget  Committee,  the  House  Foreign  Affairs  Committee  and  the 
Select  Committee  on  Aging.  He  came  to  Congress  after  serving  in  the  Marine  Corps, 
earning  degrees  from  Harvard  University  and  the  Harvard  Business  School,  and 
completing  an  impressive  business  career.   He  is  a  past  president  and  Chairman  of  the 
Board  of  Coming  Class  Works,  served  as  Vice-Chairman  of  the  1982  Grace 
Commission,  and  also  founded  the  Labor-Industry  Coalition  for  International  Trade. 


BACKGROOKD  SUMMARY 
Income  and  Charaoterlsties  of  Persona  Aged  65  and  over 

•  Much  attention  has  been  focused  in  the  press  on  the  gains 
we  have  made  as  a  nation  in  decreasing  poverty  rates  among 
Americans  aged  65  and  over.   Many  of  these  gains  can  be 
attributed  to  Social  Security,  the  increase  in  retirement 
plans  after  World  War  II,  and  rapid  economic  growth  in  the 
1950's  and  1960's. 

•  However,  income  security  among  many  older  Americans 
continues  to  be  a  serious  problem.   While  the  general 
poverty  rate  for  persons  aged  65  and  over  has  decreased/  the 
proportion  who  are  within  150%  of  poverty  is  high  and  has 
been  increaaing- 

•  For  a  single  person  aged  65  and  over,  the  1990  poverty 
threshold  is  $6,268.   (Note:  the  elderly  poverty  threshold 
is  lower  than  the  poverty  level  used  for  the  rest  of  the 
population,  which  is  $6,800,  because  someone  has  made  the 
decision  that  persons  aged  65  and  over  eat  less  than  the 
rest  of  the  population) . 

•  A  single  elderly  person  who  has  an  income  which  is  150%  of 
the  poverty  threshold  has  an  income  of  $9,400  or  less  per 
year.   In  1990,  about  one  in  five  (26.3%)  of  persons  aged 
65  and  over  had  incomes  at  or  below  150%  of  the  poverty 

threshold. 

The  following  is  a  breakdown  of  the  percentage  of  persons  poor  or 
near  poor  by  age  group. 

150%  of 
Age  of  Person       Poverty  Threshold        Poverty  Threshold 

Under  5 
5-9 
10  -  14 
15  -  19 
20  -  24 
25  -  29 
30  -  34 
35  -  39 
40  -  44 
45  -  49 
50  -  54 
55  -  59 
60  -  64 
65  -  69 
70  -  74 
75  -  79 
80  -  84 
8  5  or  older 

Under  65 
65  or  older 


22.6 

33.9 

20.3 

31.2 

18.1 

28.2 

15.6 

25.0 

14,8 

24.7 

11.3 

20.0 

10.8 

18.4 

8.9 

15.2 

7.2 

13.1 

7.2 

12.2 

7.7 

13.0 

9.7 

16.2 

9.5 

17.4 

8.2 

20.2 

9.6 

24.7 

13.5 

32.7 

16.7 

36.8 

18.4 

38.6 

21.2 

26.3 
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•   Of  all  elderly  households,  37.3  percent  were  in  the  lowest 
fifth  of  the  national  income  distributienr  and  another 
27.8  percent  were  in  the  SQcond  lowest  fifth.   Only  8.4% 
of  elderly  households  were  in  the  top  fifth  of  incomes. 

►  The  median  income  in  1990  for  all  elderly  households 
was  $16,855  coinpared  with  $33,920  for  households  not 
headed  by  an  elderly  person. 

•  From  1979  to  1989,  income  inequality  among  persons  aged 
65  and  over  increased. 

•  The  aged  are  not  a  homogeneous  group.   The  "young  old" 
have  a  higher  average  income  than  the  "old  old"  do.  The 
poverty  rate  for  persons  aged  65  -  74  is  9.7%;  for  persons 
aged  75  to  84,  the  poverty  rate  is  14.9%;  and  those  aged 
85  and  over  have  a  poverty  rate  of  20.2%. 

•  For  households  headed  by  persons  75  years  and  over,  the 
median  income  in  1990  was  $13,150. 


Sources  of  Retirement  Income 

•  The  nation's  retirement  system  ie  often  referred  to  as  a 
"three-legged  stool",  consisting  of  Social  Security 
benefits,  employer-provide  pension  benefits,  and 
individual  savings. 

•  Social  Security  benefits  constitute  a  major  source  of 
income  for  three  out  of  five  persons  over  65.   For 
one-fourth  of  the  elderly,  Social  Security  benefits 
constitute  90%  of  more  of  their  incomes.   Those  with 
incomes  under  150%  of  poverty  count  on  Social  Security 
for  80%  of  their  incomes. 

•  Older  women  are  almost  twice  as  likely  as  older  men  to 
have  Social  Security  benefits  as  their  only  source  of 

income. 

•  Half  of  all  retirees  went  into  retirement  during  the 
last  part  of  the  1980 's  with  less  than  $10,000  in 
savings,  not  counting  a  house  and  a  car. 

•  The  lack  of  a  pension  is  one  of  the  major  factors 
contributing  to  higher  poverty  rates  among  elderly 
women,  minorities,  and  widows. 


Mr.  Taylor.  It  is  a  pleasure  for  me  to  have  Amo  Houghton  with 
us  today.  Amo,  would  you  care  to  make  some  remarks? 

STATEMENT  OF  REPRESENTATIVE  AMO  HOUGHTON 

Mr.  Houghton.  Thank  you,  Charles,  thank  you,  everybody,  I  ap- 
preciate being  here.  I  appreciated  it  a  little  more  before  Bruce 
Brown  said  to  me,  Amo  .  .  .  Amo,  now  what  is  that,  is  that  a  deriva- 
tion from  the  Latin  of  "to  love"?  So  you  are  not  looking  at  a  Con- 
gressman, you  are  looking  at  a  basic  lover  up  here,  according  to 
Mr.  Brown. 

Well  anyway,  I  have  spent  a  good  deal  of  my  time  in  the  State  of 
North  Carolina.  I  was  originally  here  during  World  War  II.  I  was 
in  Camp  Lejeune,  spent  a  lot  of  time  in  different  areas,  particularly 
over  in  the  east,  and  one  of  those  places  being  Wilmington.  I  used 
to,  before  I  came  here,  as  Charles  mentioned,  I  was  in  the  Corning 
Glass  Works.  And  to  me,  the  most  significant  plant  and  the  niost 
significant  new  industry  of  optical  communications  is  in  Wilming- 
ton and  I  am  very  proud  really  of  that  because  of  my  original  asso- 
ciation during  World  War  II  and  being  able  to  come  back  here  so 
many  times. 

I  am  also  subjective  about  my  feeling  about  this  guy  here,  and  it 
is  subjective,  because  as  you  know,  I  am  a  businessman.  But  there 
are  so  few  people  there  in  Congress  who  have  ever  had  to  meet  a 
payroll,  who  have  ever  had  to  make  an  honest  living,  and  here  is 
one  of  them.  And  you  know  what  he  has  done  on  the  check  bounc- 
ing, he  did  not  bounce  a  check,  neither  did  I,  but  he  was  the  first 
person  to  come  up  and  say  "get  this  thing  cleared,  get  it  out  in  the 
open,  get  it  behind  us  so  we  can  get  on  with  things."  But  there  are 
a  lot  of  different  subtle  ways  that  people  who  have  been  around, 
made  a  living,  had  to  renegotiate  their  taxes,  had  to  go  down  to  the 
bank  and  ask  for  an  extension  of  the  loan.  They  know  what  it  is 
like.  And  there  are  lots  of  little  subtle  votes  and  I  think  that  not 
only  on  this  particular  issue,  Charles,  but  on  a  lot  of  others,  come 
up — I  hope  I  am  not  embarrassing  you  here,  but  God-darn  it,  we 
need  more  people  like  you,  and  so  I  am  just  honored  to  be  here 
with  you. 

Now,  being  a  senior  citizen  myself,  I  have  an  autobiographical  in- 
terest in  this  issue.  I  guess  the  thing  that  I  am  most  interested  in 
and  I  clearly  am  interested  in  the  long-term  health  care  and  I  am 
clearly  interested  in  the  wellness  program  and  I  am  clearly  inter- 
ested in  our  whole  malpractice  insurance  abuses,  and  a  variety  of 
different  things  like  this;  but  the  thing  I  am  most  interested  in  is 
the  most  important,  the  most  skilled  and  the  fastest  growing  part 
of  our  population,  which  is  the  senior  citizens.  I  have  some  of  my 
friends  out  here  in  the  back  that  I  used  to  make  a  little  glassware 
with,  Mr.  Pady  and  Mr.  Backer,  and  gentlemen,  I  am  glad  to  be 
here  with  you,  but  they  know  what  I  am  saying,  that  many  times 
when  you  are  expanding  your  business,  what  do  you  do,  you  get 
into  a  crunch  and  you  need  somebody  who  is  skilled,  who  knows 
his  way  around,  a  person  who — a  man  or  a  woman  who  really  has 
got  a  sense  of  what  is  right  and  what  is  wrong  because  they  have 
been  through  it  before. 
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And  many  times  I  have  found  that  people  who  have  done  this 
have  gone  halfway  through  a  particular  project,  had  to  cut  it  off 
because  the  tax  cut  in.  It  does  not  make  any  sense,  I  have  re- 
searched this  with  Senator  Pepper,  I  researched  this  with  Arthur 
Fleming  and  tried  to  understand  this  in  terms  of  the  basic  concept 
that  was  set  up  when  President  Roosevelt  was  in  here — that  was 
not  the  point.  And  frankly,  I  feel  that  this  confiscatory  tax,  this 
higher  tax  for  anything  over  a  certain  amount  that  you  earn  on 
Social  Security,  is  self-defeating  and  there  are  a  variety  of  different 
ways  I  can  prove  this  statistically,  and  I  will  not  take  your  time 
now. 

But  this  is  the  thing  I  think,  of  all  the  issues  that  I  am  interest 
in,  Charles,  that  I  think  is  important  as  anything.  So  once  again,  I 
am  delighted  to  be  here,  I  look  forward  to  hearing  from  the  panel 
and  being  associated  with  you.  Thanks  very  much. 

[The  prepared  statement  of  Representative  Houghton  follows:] 
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TESTIMONY  BY 

CONGRESSMAN  AMO  HOUGHTON 

APRIL  4,  1992 


CONGRESSIONAL  HEARING 

SELECT  COMMITTEE  ON  AGING 

SUBCOMMITTEE  ON  RETIREMENT  INCOME  AND  EMPLOYMENT 


Good  Morning,  Mr.  Chairman,  panelists  and  special  guests. 
It's  good  to  be  here  with  you. 

I  look  forward  to  hearing  from  the  panelists,  who  I 
understand  will  be  talking  about  issues  important  to  seniors  — 
including  the  need  to  eliminate  the  social  security  earnings 
limitation  test. 

First,  a  few  words  about  my  chairman,  your  Congressman, 
Charlie  Taylor.   I  first  met  Charlie  a  year  and  a  half  ago  when  he 
came  to  Washington.   I  relate  to  him,  since  he  is  one  of  the  few 
businessmen  in  the  Congress.   He  knows  budgets.   He  has  worked  on 
his  own. 

Charlie's  latest  battle  is  one  you  are  all  familiar  with  — 
he  was  one  of  the  first  Members  to  push  for  full  disclosure  of  all 
individuals  who  bounced  checks  at  the  now  defunct  House  Bank. 
Charlie  is  one  of  those  rare  individuals  who  spot  a  problem,  but 
then  moves  to  get  it  fixed.  He  did  not  even  open  an  account  at 
the  bank.   That  tells  you  a  lot  about  his  honesty,  his  integrity 
and  his  business  sense. 

Now  to  the  subject  at  hand  —  this  Congressional  hearing. 
With  the  focus  on  retirement  income,  it  is  not  inappropriate  that 
the  earnings  test  be  one  of  the  issues  we  address.   I  have  been 
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Washington  in  1987.   I  introduced  a  bill  focusing  on  earnings 
limitation  during  my  first  days  in  Congress  and  have  been 
delighted  to  see  it  gather  so  much  support.   1  know  that  Charlie 
has  taken  up  this  battle  also. 

I  don't  want  to  soak  up  too  much  time/  but  there  are  a  few 
facts  that  I  recently  came  upon  which  highlight  just  how  much  this 
change  would  help  the  economy: 

—  Today,  83  percent  of  all  men  and  92  percent  of  all  women 
age  65  and  over  are  retired  completely.   This  means  they 
make  no  contribution  to  the  nation's  annual  output  of 
goods  and  services; 

—  If  one-third  of  the  men  and  women  age  65  and  over 
reentered  the  labor  market,  and  earned  as  little  as 
$5  per  hour,  national  income  would  be  increased  by 
more  than  $100  billion; 

—  As  producers,  these  men  and  women  would  generate  as 
much  as  §25  billion  a  year  in  social  security  and 
income  taxes. 

Also,  I  have  been  in  touch  with  the  Social  Security 
Administration.  Officials  there  tall  me  that  among  men  age  €2-69 
—  5.1  percent  who  file  for  social  security  have  their  benefits 
reduced.   This  amounts  to  276,200  people.   Among  women  —  the 
figure  is  2.4  percent  or  103,810  people.   The  information  I  get 
from  my  ex-employer.  Corning,  Inc.  tells  me  that  many  retirees 
return  to  work  part  time.   They  want  to  work,  they  are 
experienced,  valuable  contributors,  but  they  often  must  quit  well 
before  their  assignment  is  completed.   Why?  They  have  reached 
their  earnings  limit.   Most  of  them  have  already  worked  as  much  as 
they  can  for  the  year  right  at  vacation  time,  when  Corning  needs 
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them  most. 

To  sum  up,  I  remember  sitting  in  the  stands  during  President 
Bush's  Inaugural  Address.   In  it  he  said,  "We  must  bring  the 
generations  together,  harnessing  the  unused  talent  of  the 
elderly...."  Being  a  senior  citizen  myself,  isn't  it  a  good  way 
for  him  and  for  all  of  us  to  suit  action  to  the  word  by  harnessing 
the  useable,  the  useful,  the  unused  pool  of  the  best  talent  of  all 
—  dedicated,  experienced,  standard  setting  talent  by  repeal  or 
substantially  liberalizing  the  earnings  limit?  I  may  be  missing 
something,  but  I  feel  it  would  be  that  simple. 

Another  issue  which  concerns  me  is  the  cost  of  long-term 
care.   Data  shows  that  spending  for  nursing  homes  is  driven 
primarily  by  its  coverage  of  people  who  have  become  poor  as  the 
result  of  depleting  assets  and  income  on  the  cost  of  their  care. 
I  have  been  working  on  legislation  to  help  promote  the  long  term 
care  insurance  industry,  a  relatively  new,  but  rapidly  growing 
market.   By  expanding  that  market,  I  am  convinced  we  can  reduce 
the  cost  to  beneficiaries  and  to  encourage  people  to  purchase  long 
term  health  insurance  policies. 

Now  I  am  interested  in  hearing  from  the  panelists  on  this 
and  the  other  issues  they  will  address. 


56-719  0-92-2 
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Mr.  Taylor.  Our  first  panel  member,  Mr.  Bruce  Brown,  will 
begin.  He  will  address  the  subject  of  capital  gains  and  other  issues. 
Mr.  Brown. 

PANEL  ONE,  CONSISTING  OF  BRUCE  BROWN,  PUBLIC  WITNESS; 
DEBORAH  A.  MOELLER,  DIRECTOR  OF  INVESTMENT  SERVICES, 
CLYDE  SAVINGS  BANK,  ASHVILLE,  NC;  AND  ROGER  H.  AIKEN, 
INVESTMENT  LIMITED  PARTNER  AND  BRANCH  OFFICE  MANAG- 
ER, J.C.  BRADFORD  &  CO.,  ASHVILLE,  NC 

STATEMENT  OF  BRUCE  BROWN 

Mr.  Brown.  Congressman  Taylor,  Congressman  Houghton,  I  am 
glad  that  I  thought  beforehand  that  Mr.  Houghton's  first  name  in 
Latin  meant  "to  love"  and  we  had  all  our  good  looking  ladies  in 
western  North  Carolina  locked  up  before  he  came  here,  except  for 
the  few  that  are  out  here  that  did  not  seem  to  get  the  word. 

Now  I  am  going  to  be  talking  about  government  involvement  in 
the  safety  of  your  investment  income  planned  for  your  retirement. 
And  this  may  not  be  directly  on  the  subject,  but  I  found  this  little 
comment  from  "Our  Oriental  Heritage,"  which  is  a  history  book 
written  by  Will  Durant.  He  is  writing  about  Ti  Sung,  whom  he  de- 
scribes as  probably  the  greatest  emperor  in  Chinese  history.  Ti 
Sung  once  said  that,  "by  using  a  brass  mirror,  you  may  see  to 
adjust  your  cap.  By  using  antiquity  as  a  mirror,  you  may  learn  to 
foresee  the  rise  and  fall  of  empires." 

Early  on  in  his  career,  before  he  became  emperor  of  China  in  627 
A.D.,  he  went  against  the  advice  of  his  counselor  and  said  that  he 
would  diminish  expenses,  lighten  the  taxes  and  employ  only  honest 
officials  so  that,  as  he  said,  "the  people  will  have  clothing  enough". 

According  to  historian  Durant,  he  paved  the  way  for  China's 
most  creative  phase.  Durant  says,  "Rich  with  50  years  of  compara- 
tive peace  and  stable  government,  she  began  to  export  her  surplus 
of  rice,  corn,  silk  and  spices  and  spent  her  profits  on  unparalleled 
luxuries.  Her  lakes  were  filled  with  carved  and  painted  pleasure 
boats,  the  rivers  and  canals  were  picturesque  with  commerce  and 
from  her  harbors,  ships  sailed  to  different  ports  on  the  Indian 
Ocean  and  the  Persian  Gulf.  Never  before  had  China  known  such 
wealth.  Never  had  she  enjoyed  such  abundant  food,  such  comforta- 
ble housing,  such  exquisite  clothing. 

"While  silk  was  selling  in  Europe  for  its  weight  in  gold,  it  was  a 
routine  article  of  dress  for  half  the  population  of  the  larger  cities  of 
China.  And  fur  coats  were  more  frequent  in  eighth  century  China 
than  in  20th  century  New  York.  One  village  near  the  capitol  had 
silk  factories  employing  100,000  men. 

"Meantime,  Ti  Sung  remained  without  dogma  or  prejudice,  a 
simple  Confucius.  When  he  died  the  grief  of  the  people  knew  no 
bounds  and  even  foreign  envoys  cut  themselves  with  knives  and 
lances  and  sprinkled  the  dead  emperor's  bier  with  their  self-shed 
blood." 

Now  a  lot  of  you  people  are  going  to  think  that  that  is  irrelevant 
to  what  we  are  talking  about  today.  But  you  have  heard  of  the  tax- 
ation curve  that  says  after  you  tax  so  much,  that  tax  becomes 
counter-productive.  You  have  heard  about  propositions  that  would 
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increase  regulations.  But  I  want  to  refer  here  to  some  of  my  other 
friends  in  history. 

One  of  them  is  Voltaire,  the  French  philosopher.  Voltaire  said 
that  government  takes  from  one  person  and  gives  to  the  other.  He 
said  that  that  is  the  art  of  government,  to  take  from  one  person 
and  give  to  another. 

Mark  Twain,  another  of  my  favorite  characters,  says  that  no 
man's  health,  safety  or  wealth  is  secure  so  long  as  the  legislature  is 
in  session.  And  then  another  one  of  my  favorite  characters  is 
Milton  Friedman,  and  this  goes  directly  I  think  to  the  issue  in- 
volved here.  How  do  you  invest  your  money  to  provide  for  a  decent 
retirement?  Well,  Milton  Friedman  appeared  on  the  Louis  Ru- 
keyser  show  several  years  ago  and  Rukeyser  asked  him,  "Milton 
what  would  you  invest  money  in,  if  you  had  money  to  invest?" 
Friedman  said,  "Well,  government  is  going  to  get  it  all,  so  what 
you  should  do  is  invest  your  money  in  something  that  you  should 
enjoy,  perhaps  a  Rolls  Royce  automobile  or  a  fme  painting."  Well 
Milton  Friedman  just  happens,  in  my  opinion,  to  be  the  most  re- 
spected economist  in  the  whole  daggone  world  and  that  is  his  flip 
idea  as  to  how  you  should  invest  your  money.  When  you  start 
thinking  about  it,  it  may  make  more  sense  than  you  think  it  does. 

When  we  are  talking  about  investing  for  our  future,  we  have  got 
to  consider  first  of  all,  how  long  you  expect  to  live.  I  am  reminded 
of  the  former  millionaire  who  appeared  on  television  some  time 
ago.  He  estimated  how  much  longer  he  would  live,  he  took  account 
of  all  of  his  assets,  and  he  figured  he  would  be  able  to  spend  so 
much  money  each  year  until  his  life  expectancy  ran  out  on  him. 
He  did  not  want  to  leave  anything  to  any  relatives,  so  he  started 
spending  his  money.  The  only  problem  was  that  he  lived  longer 
than  he  anticipated,  and  he  wound  up  a  poverty-stricken  individual 
and  was  on  the  public  dole  for  several  years. 

I  tell  you  that  tale  to  indicate  that  in  your  calculations  regarding 
your  retirement  income,  you  have  got  to  take  into  account  your  life 
expectancy. 

Another  thing  you  have  got  to  take  into  account  is  the  desired 
standard  of  living.  I  have  friends  who  are  known  to  play  golf  and 
they  tell  me  that  they  have  budgeted  their  income  on  the  basis  of  a 
certain  percentage  return  from  their  savings.  Most  of  those  people, 
even  people  that  play  golf,  are  living  on  Social  Security  and  the  in- 
terest on  their  savings.  Now  if  the  interest  that  they  are  receiving 
on  those  savings  goes  down,  they  must  adjust  their  living  standard 
accordingly,  or  they  must  launch  out  into  more  speculative  invest- 
ments. 

The  most  important  thing  to  take  into  consideration  when  it 
comes  to  investing  for  retirement,  is  simply  taxes  and  inflation.  If 
you  do  not  take  taxes  and  inflation  into  consideration,  you  are 
ruined.  I  am  reminded  of  the  German,  for  example,  who  spent  most 
of  his  productive  years  paying  into  an  endowment  insurance  policy 
and  when  he  reached  the  fruition  of  the  term  limit  on  the  endow- 
ment policy,  he  cashed  it  in.  However,  inflation  was  so  great,  that 
he  did  not  have  enough  money  to  buy  a  loaf  of  bread!  So  you  need 
to  take  inflation  into  consideration. 

I  am  also  reminded  of  a  friend  who  came  to  my  home  several 
days  ago.  He  was  literally  euphoric.  He  had  a  piece  of  land  which 


16 

he  had  bought  more  than  40  years  ago  with  the  idea  that  at  some 
time  after  he  reached  retirement  age,  he  would  sell  that  piece  of 
land,  and  he  and  his  wife  would  be  able  to  live  a  little  better  be- 
cause of  the  income  that  the  money  produced  from  the  sale  of  that 
land.  The  only  problem  was,  he  had  paid  $10,000  for  the  land  more 
than  40  years  ago.  He  sold  it  for  $40,000  recently.  If  the  man  takes 
into  account  ad  valorem  taxes,  he  had  a  very  substantial  loss  in 
real  income.  In  addition  to  that,  the  Federal  Government  and  the 
State  government  is  going  to  hit  him  for  about  a  30  percent  tax  on 
the  profit  that  he  made.  So  that  will  wipe  out  $3,000  to  $4,000  of 
his  original  capital. 

So  what  I  am  saying  to  the  Congressmen  here  is  that  when  you 
tax  capital  gains,  you  are  not  really  taxing  true  income,  you  are 
taxing  the  true  capital  that  a  man  has  aside  for  his  investments 
and  for  the  operation  of  his  business.  This  country  is  one  of  the  few 
countries  in  the  world  that  taxes  capital  gains  and  some  of  the 
more  progressive  industrialized  countries  of  the  world  do  not  even 
have  a  capital  gains  tax. 

Now  most  people  would  tell  you  that  capital  gains  applies  only  to 
the  very  wealthy  people,  and  perhaps  they  will  receive  the  greatest 
amount  of  benefit  in  dollars  and  cents.  But  in  the  case  of  my 
friend,  he  would  definitely  receive  benefits. 

Let  me  tell  you  about  another  friend  of  mine  who  decided  several 
years  ago  to  take  early  retirement  from  one  of  the  major  corpora- 
tions in  the  United  States.  He  was  very  happy  to  tell  me  that  he 
would  have  an  income  from  his  corporation  of  $165  a  month  and 
then  when  he  reached  65  he  would  be  receiving  approximately  $165 
of  Social  Security.  Now  I  do  not  have  to  tell  you  what  probably 
happened  to  that  man  and  his  wife  when  they  felt  the  effects  of 
inflation. 

So  we  begin  to  wonder  what  is  responsible  for  inflation.  Well, 
you  can  put  the  blame  right  at  the  door  of  government.  The  an- 
cient Greeks,  after  the  development  of  coinage,  determined  that  to 
decrease  imports  and  increase  exports  they  could  change  the 
amount  of  base  metal  in  their  coinage.  They  also  discovered  that 
they  could  pay  the  bills  of  government  by  increasing  the  base  mate- 
rial in  their  coinage. 

Going  on  to  another  incident  in  history,  Frederick  the  Great 
fought  the  7  years  war  on  the  continent  of  Europe  simply  by  depre- 
ciating the  value  of  the  currency  3  percent  a  year.  Kublai  Khan 
decided  to  heck  with  taxes,  and  simply  wrote  vouchers  for  what- 
ever he  needed.  Perhaps  that  might  be  a  suggestion  to  the  Con- 
gressmen as  to  how  we  are  going  to  pay  off  this  terrific  Federal  def- 
icit we  have. 

I  am  telling  you  these  instances  to  show  that  government  has 
learned  to  use  inflation  for  its  benefit.  If  you  ask  me  how  govern- 
ment can  handle  the  other  end  of  the  equation,  I  will  refer  to  case 
histories  involving  Japan  and  Germany  after  World  War  11.  They 
simply  curbed  and  did  away  with  inflation  overnight.  Government 
can  do  that  any  time  it  wants  to.  Government  thrives  on  inflation. 
They  borrow  your  money  at  regular  rates  of  interest  when  you 
have  real  money.  They  pay  that  money  back  to  you  over  a  period  of 
time  in  play  money  Let  me  go  back  to  the  case  of  the  man  who  sold 
his  property  for  $40,000.  That  is  not  the  end  of  his  story,  because 
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when  he  received  the  money  frorti  the  sale  of  his  property,  he  in- 
vested that  back.  He  will  now  be  paying  government  taxes,  both 
Federal  and  State,  on  the  interest  on  his  money,  and  he  will  also 
be  paying  State  intangible  tax  on  that.  This  so-called  paper  profit 
that  he  made  will  also  be  eaten  up  by  inflation.  So  that  essentially 
if  you  sell  property  in  this  country  on  the  installment  basis,  you 
must  consider  the  inflation  factor  or  it  will  kill  you. 

Let  me  give  you  another  anecdote  from  a  family  experience.  I 
have  a  sister  and  a  brother-in-law  who  had  a  piece  of  property  that 
they  were  keeping  for  the  purposes  of  retirement.  They  consulted 
lawyers,  their  bank,  and  auditors  in  the  bank.  They  said  the  thing 
to  do  was  to  sell  their  property  with  a  small  amount  of  down-pay- 
ment and  then  let  the  people  pay  them  for  it  over  a  period  of  time. 
They  said,  "you  will  be  able  to  pay  your  taxes."  Well,  that  is  the 
conventional  wisdom.  I  tried  to  tell  them  that  since  they  had  a 
cash  offer  for  the  property,  that  they  should  take  that  offer.  I  knew 
that  when  they  took  a  down-payment  on  the  property  of  less  than 
30  percent,  which  is  necessary  to  conform  to  the  requirements  of 
installment  financing,  that  inflation  and  taxes  would  be  eating  on 
their  interest;  it  would  completely  destroy  their  interest  and  it 
would  destroy  each  year  a  big  part  of  the  value  of  their  mortgage 
that  they  would  hold  on  this  property.  Well,  they  did  not  let  me 
explain  that  to  them  because  they  had  gone  through  this  turmoil 
with  lawyers  and  accountants  and  so  forth.  But  they  came  back  the 
next  year,  after  double  digit  inflation  in  the  Carter  administration, 
and  they  said,  "we  now  see  what  you  were  talking  about;  we  wish 
we  had  taken  your  advice." 

Let  me  go  one  step  further.  Suppose  you  invest  your  money  in 
stocks  and  bonds  of  corporations  with  the  idea  of  retirement.  You 
are  definitely  interested  in  the  bottom  line  of  that  corporation.  You 
would  also  be  interested  in  whether  the  value  of  that  stock  is  going 
to  appreciate  on  the  stock  exchange.  That  might  be  an  overriding 
consideration  for  you  if  you  can  pick  a  stock  that  is  going  to  take 
off  like  gangbusters.  But  you  also  should  be  interested  in  the 
bottom  line  on  that  stock  and  whether  it  is  making  a  profit.  If  the 
company  is  not  making  a  profit  they  cannot  pay  dividends  to  you 
and  you  cannot  have  that  income  to  make  your  retirement  days  a 
little  happier. 

So,  let's  go  back  again  to  the  role  of  the  government  in  inflation, 
taxes,  and  its  effect  on  your  investment  in  the  stock  market.  The 
Federal  Government  a  short  time  ago,  in  1990  I  believe,  passed  the 
Clean  Air  Act,  which  is  an  act  consisting  of  over  800  pages  of  the 
most  convoluted  legalistic  terms  that  you  can  think  of.  That  will 
not  be  the  end  of  that  because  there  will  be  thousands  of  pages 
coming  from  the  bureaucracy  to  explain  what  the  Congress  had  in 
mind.  Then  there  will  be  thousands  more  pages  coming  from  the 
courts  trying  to  determine  and  explain  what  the  regulators  and  the 
Congress  had  in  mind.  All  those  things  will  be  very  expensive  to 
the  corporation. 

In  addition  to  the  Clean  Are  Act,  Congress  passed  the  Americans 
With  Disabilities  Act.  Now  some  people  say  that  the  Congress  has 
been  doing  nothing.  My  opinion  is  that  perhaps  we  might  have 
been  better  off  if  they  had  done  a  little  less,  perhaps  they  should 
have  gone  fishing  a  little  more. 
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In  addition  to  those  acts,  there  is  this  act  called  the  Clean  Water 
Act,  and  that  has  generated  a  lot  of  interest  here  in  western  North 
Carolina.  The  government  never  really  set  anything  about  wet- 
lands in  the  Clean  Water  Act,  that  came  from  a  regulatory  inter- 
pretation of  the  intent  of  the  Congress.  So  now  if  you  have  invested 
your  money  and  property,  you  had  better  look  and  see  if  there  is 
any  water  under  the  surface  before  you  do  anything  with  your 
land.  It  is  estimated  that  in  the  Piedmont  in  eastern  North  Caroli- 
na there  may  be  as  much  as  20  percent  of  the  land  that  is  essen- 
tially worthless  because  of  wetlands  consideration. 

I  am  going  to  tell  you  about  one  case  in  connection  with  the  wet- 
lands regulations,  although  there  are  many  other  horror  stories 
about  government  regulations.  The  man's  name  I  believe  was 
Posnak.  He  had  a  small  business  in  a  town,  and  a  vacant  lot  that 
adjoined  his  business  had  been  used  as  a  dump  for  old  appliances 
and  automobile  tires.  They  estimated  that  they  had  between  10,000 
and  20,000  automobile  tires  on  it.  He  cleaned  that  up  and  put  a 
thin  skim  of  dirt  over  it,  and  then  all  of  a  sudden,  here  came  the 
Federal  regulators  who  claimed  he  had  disturbed  wetlands.  To 
make  a  long  story  short,  he  wound  up  in  court  and  received  a  3- 
year  prison  sentence,  5  years  on  probation,  and  a  $200,000  fine  for 
beautifying  the  lot.  The  final  word  came,  however,  when  the  gov- 
ernment concluded  that  the  high  altitude  photographs  taken  of 
that  property  did  not  show  what  it  was  purported  to  show  when 
the  man  was  convicted  criminally,  sent  to  jail,  and  fined,  but  the 
man  is  still  in  prison. 

I  believe  that  is  all. 

Mr.  Taylor.  Thank  you.  I  appreciate  that,  Mr.  Brown.  We  are 
going  to  have  you  for  the  next  environmental  hearing  we  have  on 
that  subject.  I  appreciate  your  comments  on  capital  gains.  I  think 
you  pointed  out  quite  adequately  that  the  capital  gains  tax  affects 
not  just  the  rich,  but  also  helps  people  across  the  board,  it  is  a  tax 
that  takes  into  consideration  the  reality  of  inflation. 

Our  second  panel  member  today  is  the  Director  of  Investment 
Services  for  Clyde  Savings  and  Loan,  and  I  have  had  the  privilege 
of  looking  through  the  paper  that  she  has  prepared.  I  do  not  know 
whether  these  are  available  today  for  the  public,  but  I  would  be 
glad  to  send  someone  a  copy  if  they  would  like  one. 

Ms.  MoELLER.  They  are  available. 

Mr.  Taylor.  Fine.  Well  I  would  be  glad  to  yield  to  you  now  for 
your  presentation. 

STATEMENT  OF  DEBORAH  A.  MOELLER 

Ms.  MoELLER.  Thank  you. 

Good  afternoon,  ladies  and  gentlemen.  Congressman  Taylor  and 
Congressman  Houghton,  thank  you  for  the  opportunity  to  address 
you.  I  have  discussed  this  upcoming  hearing  with  many  of  my  cli- 
ents and  I  want  to  let  you  know  that  I  have  received  a  universally 
positive  response  on  the  proceedings. 

I  have  been  asked  to  speak  today  on  safe  alternatives  to  fixed 
income  investments  in  the  times  of  falling  interest  rates,  and  also 
on  tapping  home  equity  for  additional  income. 
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I  want  to  talk  about  the  basics  real  briefly.  There  are  two  types 
of  investments.  There  are  investments  that  are  sensitive  to  interest 
rates  and  there  are  investments  that  are  sensitive  to  the  ups  and 
downs  of  the  stock  market.  They  generally  move  in  opposition  to 
each  other.  When  interest  rates  are  down,  the  stock  market  is  up, 
and  vice  versa. 

In  the  past,  the  economic  question  has  not  been  whether  an  ex- 
pansion or  contraction  would  actually  occur,  but  how  long  it  would 
last.  There  has  not  been  a  regular  rhythm  that  has  been  historical- 
ly confirmed,  and  this  sometimes  puts  us  in  a  great  deal  of  confu- 
sion. If  the  economic  cycle  completes  itself  as  it  should,  we  should 
expect  the  market  to  begin  to  either  level  off  or  move  down,  and 
interest  rates  to  rise.  You  will  find  in  the  report  that's  available  to 
you  a  model  of  the  economic  cycle.  As  a  result,  you  see  the  average 
small  investor  moving  from  banks  to  brokerages,  depending  on 
whatever  is  high  at  the  moment.  Frequently  this  results  in  the  in- 
vestor not  finding  the  yields  that  he  wants  and  also  not  getting  the 
safety  that  he  is  after.  Many  times  you  will  see  people  go  into  the 
market  right  when  it  is  peaking.  The  market  is  doing  well,  and  ev- 
erybody wants  a  part  of  it  and  so  they  begin  to  move  into  it.  You 
will  also  frequently  see  investors  who  are  not  familiar  with  the 
fluctuations  in  the  market  become  concerned  and  at  the  first  sign 
of  a  downturn,  they  get  out. 

When  this  happens,  this  can  be  unfortunate  for  retirees  especial- 
ly because  if  a  retiree  takes  a  loss  in  the  market,  they  may  not 
have  the  opportunity  to  make  it  up  through  long-term  investing. 
Now  obviously  these  losses  are  not  going  to  be  losses  if  you  hold 
them  on  paper  only.  But  many  of  the  seniors  that  I  talk  to — my 
average  client  is  69 — are  very  conservative.  Of  course,  I  am  a  bank, 
that  is  who  I  represent,  and  so  that  is  the  kind  of  people  I  will  see. 
But  they  are  very  conservative,  and  their  concern  about  the  safety 
of  principal  is  utmost.  They  want  very  little  risk,  if  any  risk  at  all, 
in  the  interest  of  the  dividend  that  the  investment  yields. 

It  is  the  nature  of  the  financial  world  that  there  is  no  such  thing 
as  an  investment  that  will  be  consistently  high  yielding  and  yet  be 
risk  free — sorry.  There  is  also  a  big  difference  between  risk-free  in- 
vesting and  low-risk  investing. 

You  will  find  in  the  report  an  investment  vehicle  pyramid.  This 
is  from  the  certified  financial  planning  program  of  the  College  of 
Financial  Planning  in  Denver,  Colorado,  and  it  illustrates  the 
tradeoff  between  risk  and  return  on  an  actual  historical  basis.  You 
might  find  this  pyramid  a  little  bit  different  when  going  from  one 
financial  firm  to  another.  There  are  financial  firms  that  do  not 
structure  their  investments  in  the  same  manner  on  the  pyramid 
and  that  has  the  result  of  making  these  investments  appear  either 
more  or  less  conservative.  The  reason  for  this  is  because  each  firm 
will  have  a  slightly  different  view  of  risk,  as  we  all  do.  And  they 
will  structure  their  suggestions  accordingly. 

The  pyramid  that  you  see  is  considered  dependent  and  historical, 
it  is  based  on  historical  yields  and  historical  risk.  The  basic  safe 
alternatives  to  certificates  of  deposit  are  subjective.  In  other  words, 
it  depends  on  who  you  talk  to.  I  am  a  banker  and  personally,  I  am 
conservative  by  nature.  I  would  first  use  investments  that  guaran- 
tee principal.  If  my  client  comes  to  me  and  says,  "I  must  have 
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safety,  that  is  the  number  one  parameter,"  then  I  am  going  to  use 
an  investment  with  a  guaranteed  principal.  These  investments 
might  include  federally  insured  certificates  of  deposit,  federally  in- 
sured checking  and  savings  accounts.  Treasuries  held  to  maturity, 
GNMAs  and  other  federally  guaranteed  mortgage  obligations,  and 
agency  issues,  all  of  these  held  to  maturity.  The  optimal  idea  in 
this  first  level  is  to  keep  the  principal  from  fluctuating  and  to  re- 
ceive the  highest  yield  possible. 

When  we  go  to  the  next  level  and  the  client  says  to  me,  **I  am 
willing  to  take  a  little  risk  to  get  a  higher  return,"  the  first  thing 
we  do  is  carefully  identify  where  they  stand  on  a  risk  tolerance 
scale.  We  will  generally  go  through  a  battery  of  questions,  but  a 
simple  way  to  put  it  is  this:  I  will  ask  my  clients  on  a  scale  from  1 
to  10,  1  you  bury  your  money  in  the  backyard  and  10  you  invest  in 
the  riskiest  thing  I  can  find.  Where  would  you  put  yourself  and  you 
cannot  say  5.  That  helps  a  lot,  it  gives  me  an  idea  of  where  the 
client  stands.  We  will  ask  them  individually,  husband  and  wife,  to 
each  answer  individually  because  that  is  very  important  to  know 
how  each  individual  feels. 

Once  they  have  given  me  an  idea  of  where  they  stand  on  the  risk 
tolerance  scale,  then  I  will  generally  attempt  to  invest  them  one 
step  lower.  The  reason  for  that  is  because  I  find  that  my  clients' 
relationships  with  me  are  more  productive  and  more  content  when 
we  use  that  type  of  investing  strategy  and  it  meets  their  need  for 
investment  return  and  peace  of  mind.  And  sometimes  we  get  so  in- 
volved in  investment  return,  we  forget  about  the  peace  of  mind 
issue  and  the  comfort  level  issue. 

These  areas,  and  the  next  step  that  I  would  suggest  would  prob- 
ably be  annuities,  high  grade  municipal  bonds,  high  grade  corpo- 
rate bonds  and  money  market  accounts. 

I  have  basic  guidelines  that  I  review  with  every  client  at  some 
point  in  our  talking  before  we  do  any  investing,  and  they  are:  One, 
there  is  no  such  thing  as  a  perfect  investment.  Two,  do  not  keep  all 
your  eggs  in  one  basket;  if  you  have  got  everything  in  the  market, 
move  some  of  it  to  CD.  If  you  have  got  everything  in  CD,  move 
some  to  the  market.  Or  whatever  meets  your  specific  comfort  level, 
but  do  not  put  it  all  in  one  investment. 

One  of  the  reasons  we  have  pain  right  now  with  the  low  interest 
rates,  is  because  we  have  people  who  are  completely  invested  in 
nothing  but  CD.  That  has  its  own  brand  of  risk  interest  rate  risk 
and  purchasing  power  risk,  just  like  you  have  market  risk  in  the 
market.  The  whole  idea  is  "diversify",  and  hopefully  cover  most  of 
the  risk. 

Three,  do  not  invest  in  something  that  exceeds  your  comfort 
level.  I  have  found  almost  every  time  that  if  I  have  a  client  that 
invests  in  something  that  they  are  not  perfectly  comfortable  with, 
they  will,  at  the  first  sign  of  trouble  get  out  and  frequently  lose 
money. 

Four,  do  not  buy  high  and  sell  low,  if  you  can  avoid  it. 

Five,  do  not  invest  in  anything  you  do  not  completely  under- 
stand. That  is  a  very  important  one — and  it  happens  a  lot. 

Six,  if  you  have  any  doubts  at  all,  seek  a  second  opinion;  do  not 
put  all  your  trust  in  one  adviser. 
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Seven,  there  are  no  crystal  balls.  No  one  knows  for  sure  what  is 
going  to  happen.  They  do  not  know  when  it  is  going  to  happen,  or 
if  it  is  going  to  happen. 

Eight,  if  you  are  not  willing  to  lose  it,  do  not  invest  it  in  a  risk 
asset. 

Nine,  there  is  no  such  thing  as  a  deal.  If  it  seems  too  good  to  be 
true,  it  probably  is. 

Those  are  the  basic  rules.  They  are  common  sense  when  you 
think  about  them,  but  a  lot  of  times  we  get  so  involved  with  the 
marketing  issues,  that  it  can  be  very  confusing.  There  is  an  appro- 
priate application  for  each  investment  on  the  market  today;  each 
one  of  them  has  its  own  place  in  its  own  time.  The  use  of  these 
investments  depends  entirely  upon  the  clients'  risk  tolerance  level, 
their  current  financial  situation,  their  goals,  their  needs  and  the 
economic  environment. 

Secondly,  I  was  going  to  discuss  tapping  home  equity  for  addi- 
tional income.  The  first  idea  that  comes  to  mind  when  you  consider 
using  equity  for  your  home  as  an  income  source  is  what  is  current- 
ly being  called  a  reverse  mortgage.  This  is  not  the  only  way  to  use 
home  equity,  but  it  is  probably  the  most  convenient  and  currently 
one  of  the  safest. 

A  reverse  mortgage  is  exactly  what  it  sounds  like.  The  client 
takes  out  a  mortgage  on  their  home,  but  instead  of  making  mort- 
gage payments  to  the  bank  to  purchase  the  home,  they  are  instead 
receiving  income  from  the  bank,  who  is  purchasing  the  client's 
home.  There  are  fees,  there  are  loan  costs  and  origination  fees  that 
are  involved  just  like  any  other  mortgage.  If  the  client  outlives  the 
projected  mortgage  income — and  that  is  the  first  question  that  we 
usually  get,  then  the  reverse  mortgage  operates  like  a  life  annuity. 
In  other  words,  the  mortgage  holder  continues  to  pay  the  client  for 
as  long  as  they  live.  The  stipulation  that  accompanies  this  payment 
is  that  the  client  must  remain  in  the  home.  As  you  can  see,  this 
benefit  also  has  an  up  side  and  a  down  side. 

If  at  the  time  of  the  sale,  the  price  of  the  home  is  below  the  pro- 
jected mortgage  balance,  then  the  mortgage  insurance  which  is 
purchased  at  the  beginning  of  the  mortgage  covers  the  difference. 
The  mortgage  payments  sent  to  the  client  are  generally  based  on  a 
life  span  of  100  years  rather  than  actuarial  tables  which  you  will 
often  see  used  in  life  annuities  and  other  such  investments. 

If  the  client  moves  out  of  the  house  for  a  period  longer  than  12 
months,  the  loan  becomes  payable  to  the  bank. 

As  with  every  investment  alternative,  there  are  pros  and  cons  to 
the  reverse  mortgage.  Many  of  my  clients  use  the  equity  built  in 
their  home  to  purchase  memberships  in  retirement  medical  care 
communities  like  Given's  Estates  or  Deerfield.  If  they  get  into  a  re- 
verse mortgage  situation  and  then  suddenly  decide  they  want  to 
make  the  move  into  one  of  these  care  communities,  but  have  used 
a  substantial  portion  of  the  equity  in  the  home,  they  might  not 
have  enough  to  do  this. 

If  the  client  moves  out,  the  loan  becomes  payable.  This  in  effect 
locks  the  client  into  a  place  where  they  live.  If  they  decide  to  move, 
they  will  receive  the  balance  of  their  agreed  upon  equity.  The 
client  is  guaranteed  a  certain  amount  of  money  for  their  home  re- 
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gardless  of  what  the  real  estate  market  may  do  over  a  period  of 
time.  And  this  provides  simpUcity  and  it  provides  safety. 

For  clients  who  intend  to  remain  in  their  home  and  need  the 
income,  this  provides  a  safe  way  to  receive  the  equity.  This  would 
reduce  any  home  equity  that  went  into  the  client's  estate  for  their 
heirs,  and  this  has  both  pros  and  cons  as  well  when  you  consider 
inheritance  taxes  and  estate  taxes. 

Another  benefit  is  the  potential  use  of  the  one-time  tax  exclusion 
in  the  sale  of  a  home.  This  is  available  to  those  over  the  age  of  55. 
This  would  apply  only  in  very  specific  sets  of  circumstances. 

Other  ways  to  tap  the  equity  in  your  home  besides  the  reverse 
mortgage  are  to  sell  your  home  using  owner  financing,  and  move 
into  another  home.  And  with  some  institutions,  to  use  a  credit  life 
insured  equity  tap.  Both  of  these  are  higher  risk  methods  and  they 
require  very  good  planning. 

In  summary,  every  financial  move  that  any  of  my  clients  make, 
anyone  makes,  has  an  up  side  and  a  down  side.  My  clients  who 
invest  in  CDs  currently  are  there  mainly  for  one  reason  and  that  is 
safety.  This  needs  to  be  a  dominant  factor  in  any  decision  they 
make  to  change  their  investment  strategy.  A  complete  understand- 
ing of  the  risk  and  return  curve  that  accompanies  each  increase  in 
yield  is  very  necessary  and  must  be  done  by  the  institution  where 
they  are  seeking  their  investments. 

I  sincerely  feel  that  good  planning  is  the  key  to  good  investing.  I 
urge  my  clients  to  consider  what  it  is  they  want  their  assets  to  ac- 
complish— what  are  your  goals,  what  are  your  limitations,  what 
are  your  needs,  what  is  your  lifestyle  like,  what  do  you  want  to  do. 
Everybody  wants  to  do  something  different  and  they  have  a  differ- 
ent view  of  retirement,  and  they  need  to  structure  their  invest- 
ments according  to  that  view.  After  my  clients  and  I  understand  all 
of  these  issues,  we  have  then  addressed  the  first  and  most  impor- 
tant issue.  After  that,  the  investment  part  is  easy. 

I  appreciate  the  opportunity  to  talk  to  you.  If  you  have  any  ques- 
tions, feel  free  to  ask  me. 

[The  prepared  statement  of  Ms.  Moeller  follows:] 
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CLYDE 

SAVINGS 

BANK 

SINCE   1926 


CONGRESSIONAL  HEARING 

SELECT  COMMITTEE  ON  AGING 

SUBCOMMITTEE  ON  RETIREMENT  INCOME  AND  EMPLOYMENT 

SAFE  ALTERNATIVES  TO  FIXED  INCOME  INVESTMENTS 
IN  TIMES  OF  FALLING  INTEREST  RATES 

There  are    two  basic  types  of  investments:  those  sensitive  to 
interest  rates  and  those  sensitive  to  the  ups  and  downs  of  the 
stock  market.   These  generally  move  in  opposition  to  each  other. 
When  interest  rates  are  down,  the  market  is  up  and  visa  versa. 

In  the  past  the  question  has  not  been  if  the  expansions  or 
contractions  would  occur,  but  how  long  each  phase  would  last.   No 
regular  rhythm  has  been  historically  confirmed.   If  the  economic 
cycle  completes  itself  as  it  normally  does,  we  should  expect  the 
market  to  begin  to  either  level  off  or  move  down  and  interest 
rates  to  rise.  (You  will  find  attached  a  model  of  the  economic 
cycle.)   As  a  result,  we  see  the  average  small  investor  moving 
from  banks  to  brokerages  and  back  again.   With  the  result  that 
they  often  do  not  find  the  yields  and  the  safety  they  are 
seeking.   Frequently  they  buy  when  the  market  is  peaking.  Those 
investors  not  prepared  for  market  fluctuation  will  sometimes  sell 
at  the  first  sign  of  a  downturn  which  can  be  unfortunate  for 
retirees.   They  do  not  have  the  time  they  once  had  to  make  up 
losses  through  long  term  investing.   Of  course  the  loss  is  paper 
only  if  the  securities  or  funds  are  held  and  not  sold. 

Many  seniors  are    quite  conservative  in  their  retirement 
investment  structure.   They  prefer  no  risk  of  principle.  They 
prefer  little  risk  in  the  interest  or  dividend  the  investment 
produces . 

It  is  the  nature  of  the  financial  world  that  there  is  no  such 
thing  as  an  investment  that  will  remain  consistently  high 
yielding  and  yet  be  risk  free.   There  is  also  a  difference 
between  risk  free  investing  and  low  risk  investing. 
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You  will  find  attached  an  investment  vehicle  pyramid  from  the 
Certified  Financial  Planning  program  of  the  College  of  Financial 
Planning  in  Denver,  Colorado.   It  illustrates  the  trade-off 
between  risk  and  return  on  an  actual  historical  basis.   You  might 
find  this  pyramid  different  when  going  to  institutions  that  sell 
investments  products.   There  are    financial  firms  that  do  not 
structure  the  investments  in  the  same  risk  position  with  the 
result  that  they  appear  either  more  or  less  conservative.   This 
happens  because  each  firm  will  have  a  slightly  different  idea  of 
what  risk  is  and  structure  their  suggestions  accordingly.   For 
this  presentation  I  use  an  independent,  historical  perspective. 

The  basic  safe  alternatives  to  certificates  of  deposit  are 
subjective.   In  other  words,  it  depends  on  who  you  talk  to. 
Working  for  a  bank,  and  personally,  I  am  conservative  by  nature. 
I  would  first  use  investments  that  guaranteed  principle  if  indeed 
the  most  important  issue  for  that  client  was  safety.   These 
investments  include  United  States  insured  certificates  of 
deposits,  checking  and  savings  accounts.  Treasuries  that  are 
intended  to  be  held  to  maturity.   An  investor  might  also  consider 
GNMAs  and  other  federally  guaranteed  mortgage  issues  and  agency 
issues  held  to  maturity.   The  optimal  idea  here  is  to  keep  that 
principle  from  fluctuating  and  receive  the  highest  possible 
yield . 

When  the  client  tells  me  that  they  are  willing  to  take  some  risk 
to  achieve  a  higher  return,  we  then  carefully  identify  where  they 
stand  on  a  risk  tolerance  scale.   I  have  found  that  if  a  client 
indicates  a  leaning  toward  a  certain  risk  tolerance  level,  then 
investing  them  one  step  lower  will  result  in  contented 
productive  client  relationships  and  portfolios  that  meet  their 
needs  for  both  investment  return  and  peace  of  mind.   These  areas 
of  investing  would  include  annuities,  high-grade  municipal  bonds, 
high-grade  corporate  bonds  and  money  market  accounts. 

I  have  some  basic  guidelines  that  I  review  with  my  clients. 
»  There  is  no  such  thing  as  the  perfect  investment. 

*  Don't  keep  all  your  eggs  in  one  basket. 

«  Don't  invest  in  something  that  exceeds  your  comfort  level. 

*  Don '  t  buy  h  igh . 

*  Don't  invest  in  anything  that  you  don't  completely  understand. 

*  Don't  put  all  your  trust  in  one  advisor,  seek  second  opinions 
if  you  have  any  doubt. 

*  There  are  no  crystal  balls. 

*  If  you  aren't  willing  to  loose  it,  don't  invest  in  risk  assets. 

*  There  is  no  such  thing  as  a  deal.   If  it  seems  too  good  to  be 
true,  it  probably  is. 
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There  is  an  appropriate  application  for  each  investment  on  the 
market  today.   Each  has  its  place  and  time.   The  use  of  these 
investments  depends  entirely  upon  the  economic  environment,  the 
client's  financial  structure,  their  goals  and  their  risk 
to  ierance . 


TAPPING  HOME  EQUITY 
FOR  ADDITIONAL  INCOME 

The  first  idea  that  comes  to  mind  when  considering  using  the 
equity  in  one's  home  as  an  income  souce  is  what  is  currently 
being  called  a  "reverse  mortgage".   This  is  not  the  only  way  of 
using  home  equity,  but  is  perhaps  the  most  convenient  and 
currently  one  of  the  safest. 

A  reverse  mortgage  is  exactly  what  it  sounds  like.   The  client 
takes  out  a  mortgage  on  their  home,  but  instead  of  making 
mortgage  payments  in  order  to  purchase  their  home,  they  arm 
receiving  income  from  the  bank  who  is  purchasing  the  client's 
home.   There  sre    fees,  loan  costs  and  guarantees  just  as  in  any 
regular  mortgage.   If  the  client  outlives  the  projected  mortgage 
income,  the  reverse  mortage  operates  like  a  life  annuity,  the 
mortgage  holder  continues  to  pay  the  client  for  as  long  as  they 
live.   The  stipulation  that  accompanies  this  payment  is  that  the 
client  must  remain  in  the  home.   As  you  can  see,  this  benefit  has 
an  up  side  and  a  down  side. 

If  at  the  time  of  sale  the  price  of  the  home  is  below  the 
projected  mortgage  balance,  then  mortgage  insurance  which  was 
purchased  at  the  beginning  of  the  mortgage  covers  the  difference. 

The  mortgage  payments  sent  to  the  client  are    genrally  based  on  a 
life  span  of  100  years  of  age  rather  than  the  actuarial  tables 
often  used  in  other  investments. 

If  the  client  moves  out  of  the  house  for  a  period  longer  than  IB 
months,  the  loan  then  becomes  payable  to  the  bank. 

As  with  every  investment  alternative  there  are    pros  and  cons  to 
the  reverse  mortgage.   Many  of  my  clients  use  their  home  equity 
to  purchase  memberships  in  re t i rement -med i ca 1  care    communities 
like  Given's  Estates.   If  they  use  all  or  part  of  their  equity 
for  income,  they  may  not  have  enough  to  do  this. 
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If  the  client  moves  out,  the  loan  becomes  payable.   This  in 
effect  locks  the  client  into  the  place  where  they  live.   If  they 
decide  to  move,  they  will  receive  the  balance  of  their  agreed 
upon  equity.   The  client  is  guaranteed  a  certain  amount  of  money 
for  their  home  regardless  of  what  the  real  estate  market  may  do 
over  a  period  of  time.   This  provides  simplicity  and  safety. 

For  clients  who  intend  to  remain  in  their  home  and  need  the 
income,  this  provides  a  safe  way  to  receive  the  equity.   This 
would  reduce  any  home  equity  that  went  into  the  client's  estate 
for  their  heirs.   This  has  both  pros  and  cons  when  you  consider 
inheritance  and  estate  taxes. 

Another  benefit  is  the  potential  use  of  the  one-time  tax 
exclusion  in  the  sale  of  a  home  available  to  those  over  age  55. 
This  would  apply  only  in  a  specific  set  of  circumstances. 

Other  ways  to  tap  the  equity  in  your  home  for  income  are  to  sell 
your  home  using  owner  financing  and  move  to  another  home,  and 
with  some  institutions,  use  a  credit  life  insured  equity  tap. 
Both  of  these  are  higher  risk  methods  and  require  good  planning. 

You  will  find  attached  literature  on  reverse  mortgages. 

Respectfully  Submitted, 


Deborah  A.     Moeller 

Director  of  Investment  Services 

Clyde  Savings  Bank 
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Exhibit  A 


THE  ECONOMIC  CLOCK 


The  following  figure  represents  the  four  phases  of  the  business  cycle  in  a  circular 
or  elocklikc  representation.  James  D.  McWilliams  points  out  the  advantages  of 
using  this  representation  to  help  define  the  current  position  in  the  economic  cycle 
(see  the  article  "Watchman,  tell  us  of  the  night!").  The  figure  below  is  presented 
here  to  help  the  student  focus  on  the  economic  activities  and  statistical  series 
presented  in  this  assignment. 
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SUPPLEMENT 


INVESTMENT  VEHICLE  PTRAHIIh 
RBK/SETURM  TEADE-OFF 


This  pyramid  reflects  the  historical  risk/return  relationship  among  various 
investment  vehicles.  Vehicles  at  the  txjttom  of  the  pyramid  tend  to  be  liquid  and 
conservative  in  nature,  while  those  at  the  top  are  considered  to  be  nonliquid  and 
speculative.  In  general,  investment  vehicles  with  a  greater  variability  in  return 
have  a  greater  potential  for  reward  through  capital  appreciation.  However,  these 
vehicles  also  have  a  greater  potential  for  loss  of  principal.  On  the  other  hand, 
investment  vehicles  with  a  lesser  variability  in  return  are  subject  to  purchasing 
power  risk,  but  they  do  provide  a  greater  degree  of  safety  of  principal.  Thus, 
there  is  no  such  thing  as  a  riskless  investment  vehicle.  The  student  should  be 
cognizant  of  the  risk/return  trade-off  that  exists  among  the  various  investment 
vehicles  discussed  throughout  CFP  111. 
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Enter  reverse  mortgages 

A  new  federal  law  mo}'  help  you  convert  your  house  to  cash 


BY  MILTON  ZALl 

What  good  IS  owning  a  $125,000 
liome  i  you  can  barely  make  ends 

meeL'  Many  older  Amencans  find  them- 
selves ui  thai  position:  house  rich,  casli 

poor. 
Until  recently,  tlie  only  way  they  could 

lap  the  equity  in  their  homes  was  to 

sell  the  house  or  borrow  against  it. 

Selling  meant  moving  and  losing  the 
secunry  of  a  paid-up  home;  borrowing 
meant  monthly  loan  payments  they 
couldn't  aiTord. 

Now  there's  a  third  option — govern- 
ment-insured reverse  mortgages.  They 
may  be  just  the  answer  (or  many  older 
Americans. 

A  reverse  mortgage  is  the  opposite 
of  a  conventional  iix>rtgage.  Instead  of 
you  sending  a  payment  to  the  lender 
every  month,  the  lender  pays  you,  io 
monthl>'  checks,  or  lump  sums,  or  both. 

Furthermore,  you  keep  your  bouse, 
and  none  of  the  loan  has  to  be  repaid 
until  your  death,  or  until  you  dedde 
to  racate  the  house. 

Reverse  mortgages  have  been  around 
for  more  than  a  decade,  but  tbey  ha- 
ven't been  very  attractive  to  lenders 
or  to  many  twrrowers.  Too  many  risks. 
For  example,  if  the  bank  makes  a  k>an 
on  a  $125,000  house  and  can't  get  re- 
payment until  the  owner's  death,  what 
wiD  the  property  be  wotth  at  tlat  time? 

Or,  in  the  case  of  a  borrower,  most 
reverse  mortgages  had  to  be  repaid 
on  a  specific  date;  that  meant  some 
people  would  have  to  sell  their  home 
before  they  were  ready  to  leave  it. 

So.  the  idea  never  took  off,  even 
though  61  pertxot  d  cWer  Americans 
have  paid-off  homes  and  a  total  esti- 
mated equity  erf  $700  Whoo  that  they 
couM  tap  for  needed  funds. 

What  has  changed  is  that  a  new  fed- 
eral law  makes  leverae  mart^ges  more 
attractive  to  lenders  and  ooosumers. 

The  law,  passed  by  Congress  last  Oo 
tobei,  authorizes  the  Federal  Housing 
Administration  (FHA)  to  insure  up  to 


25,000  reverse  mortgages  in  the  next 
five  years.  The  insurance  guarantees 
lenders  will  get  their  money  Iwck,  ,ind 
that  borrowers  will  get  their  montlil) 
payments  until  they  turn  over  the  prop 
erty,  even  if  the  lender  goes  broke. 

"We  believe  that  reverse  mortgages 
can  be  a  good  idea  for  many  older  tioini- 
owners  who  need  cash  for  livmg  and 
are  not  that  concerned  about  leaving 
their  house  debt  free  as  an  inlientancc 
to  others,"  says  Katrinka  Sloan,  acting 
manager  of  AARP's  Consumer  Affau-s 
program. 

The  federal  program  is  open  to  home 
owner?  age  62  or  older  who  own  their 
residence  free  and  dear,  or  virtually 
so.  FHA  win  insure  reverse  mortgages 
on  such  homes  for  anywhere  from 
$67,500  up  to  $124,875,  depending 
oil  economic  factors  m  a  particular 
community. 

Borrowers  may  choose  from  among 
three  basic  payment  options — tenure, 
term  and  line-of-credit. 

Under  the  tenure  optron,  the  borrower 
receives  monthly  payments  for  as  long 
as  he  or  she  occupies  the  house  as 
principal  residence.  The  term  opuon 
offers  monthly  payments  for  a  fixed 
period  chosen  by  the  borrower.  A  line- 
«rf-aedit  permits  the  borrower  to  draw 
lump  sums  up  to  a  specified  maximum 
amount 

Sloan  says  the  term  option  may  be 
appropriate  for  someone  who  plans  to 
move  within  a  specific  period,  say  five 
years,  or  possibly  for  someone  who  has 
a  terminal  illness. 

But,  she  emphasizes,  "It's  a  personal 
decision  as  to  what  type  of  payment 
plan  to  get.  Reverse  mortgages  are 
not  a  panacea,  they're  an  option." 

Homeowners  who  get  a  reverse  mort- 
gage retain  ownership  of  their  prop- 
erty. They  can  sell  at  any  time,  and 
keep  all  the  money  that  exceeds  what 
they  owe  on  the  mortgage. 


Reproduced    from    AARP    BuJLLetdn 
Vol.    32,    No.    4,    TVprn  T991 ' 


On  the  other  hand,  a  homeowner  can- 
not be  forced  to  sell  to  pay  off  a  re- 
verse mortgage,  and  when  the  mort- 
gage becomes  due,  the  lender  can't 
recover  from  the  borrower  more  than 
the  net  sales  value  of  the  house. 
Consumers  have  an  additional  level 
of  protection,  thinks  to  a  provision  of 
the  law  that  was  strongly  supported 
by  AARP.  All  borrowers  must  receive 
counsclmg  from  HUD-approved  hous- 
ing counselors  before  qualifying  (or  a 
reverse  mortgage. 

"It's  interesting  how  this  provision 
has  worked  out  in  practice,"  says  Ken 
Scholcn,  ducctor  of  the  National  Cen- 
ter (or  Home  Equity  Conversion.  "Many 
people  who  go  (or  housing  counsebng 
discover  other  solutions  to  theu^  finan- 
cial problems  tliat  they  either  were  not 
aware  nf  nr  rjul  not  fully  explore  " 

Schok-n  <wiys  he  expects  to  see  more 
fine  tuning  of  reverse-mortgages,  and 
AARP's  Home  Equity  Information  Cen- 
ter already  has  crafted  a  model  law 
tlial  II  liopes  to  see  adopted  by  all  states. 
At  tins  uiiic.  (iitierent  reouirements  m 


Aside  (rorn  FlIA-insured  kians.  there 
are  other  privately  insured  reverse  mort- 
gages Judy  May,  a  Department  of  Hous- 
ing and  Urban  Development  analyst, 
says  the  other  reverse  mortgages  are 
particularly  suited  for  bortowers  whose 
homes  are  valued  at  more  than  the 
FHA  limit  of  $124,875  on  insured  loans. 

Unlike  FHA-uisured  reverse  mort- 
gages, however,  there  is  no  federal  in- 
surance protection  (or  the  borrower 
if  the  lender  can't  make  payments. 


Milton  Zail  o  a  Maryland-based  free-lance 
'wntir  who  spfaaliia  in  busxnes!.  and  fi- 
nanre 
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The  U.S.  Department  of  Housing  and  Urban  Development  (HUD)  is  sponsoring  a 
demonstration  project  to  provide  additional  housing  options  for  older  homeowners. 
Under  this  project,  HUD  will  insure  25,000  home  equity  conversion  mortgages  (HECMs) 
between  July  24,  1989  and  September  30,  1995.  These  mortgages  will  be  available  from 
HUD-approved  lending  institutions  and  are  insured  under  the  government's  Federal 
Housing  Administration  (FHA)  insurance  program. 

Fannie  Mae  strongly  supports  this  program  and  the  viable  options  it  offers  our  nation's 
older  homeowners.  To  help  you  learn  more  about  this  program,  we  have  provided  the 
following  answers  to  some  of  the  most  commonly  asked  questions  about  the  demonstra- 
tion and  Fannie  Mae's  participation. 

Q:    What  is  a  HECM7 

A:     A  HECM  is  a  special  type  of  mortgage  that  enables  you,  as  an  older  homeowner, 
to  tap  the  equity  you  have  in  your  home  while  giving  you  the  maximum  amount 
of  flexibility  to  address  your  particular  financial  needs  -  whether  it  is  a  lump  sum 
to  pay  an  unexpected  hospital  bill  or  a  stream  of  regular  payments  to  supplement 
your  monthly  income.  Unlike  traditional  home  equity  loans,  no  repayment  of  the 
HECM  loan  is  required  until  you  no  longer  occupy  the  home  as  your  principal 
residence.  At  that  time,  the  lender,  with  permission  of  the  HUD  field  office,  will 
declare  the  mortgage  due  and  payable. 

With  a  HECM,  you  borrow  against  the  value  of  your  home,  and  receive  loan  proceeds 
according  to  the  pajmient  plan  that  you  select.  These  plans  are  described  on  the 
following  pages.  As  a  borrower,  you  are  permitted  to  change  payment  plans  at  any 
time  after  origination.  You  may  change  payment  plans  as  many  times  as  you  wish. 

When  you  sell  your  home  or  vacate  it  for  other  reasons,  the  accrued  interest  plus 
what  the  lender  has  paid  you  or  on  your  behalf  through  the  years  is  due  and  payable, 
usually  from  the  proceeds  from  the  sale  of  your  home.  Any  proceeds  in  excess  of 
the  amount  owed  the  lender  belong  to  you  or  to  your  estate. 


Fannie  Mae     The  USA's  I1«iisin^  I'mtner 
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Q:     How  does  a  IIECM  differ  from  a  home  equity  loan? 

A:     While  both  HECMs  and  home  equity  loans  enable  you  to  turn  the  equity  in  your 
home  into  spendable  dollars,  there  are  important  differences  between  the  two 
types  of  mortgages.  With  a  home  equity  loan,  jrou  must  make  regular  monthly 
payments  to  repay  the  loan.  These  payments  begin  as  soon  as  the  loan  is  originated. 
To  qualify  for  such  a  loan,  you  must  earn  a  monthly  income  great  enough  to  make 
those  payments.  If  you  fail  to  make  the  monthly  payments,  the  mortgage  lender 
can  foreclose  on  you,  and  you  could  be  forced  to  sell  your  home.  In  addition,  you 
may  be  required  to  requalify  for  a  home  equity  loan  each  year.  If  you  do  not  requalify, 
the  lender  may  require  you  to  pay  the  loan  in  full  immediately. 

With  a  HECM,  you  do  not  repay  the  loan  as  long  as  the  home  remains  your  principal 
residence,  your  income  is  not  considered  when  qualifying  you  for  the  loan,  and 
there  is  no  requirement  that  you  requalify  each  year. 

Q:    Who  is  eUgible  for  a  HECM? 

A:     You,  and  any  co-borrowers,  mxist  be  at  least  62  years  old  and  either  own  your 
home  free  and  clear  or  have  a  very  low  outstanding  mortgage  balance.  You  also 
must  agree  to  accept  mortgage  counseling  from  a  HUD-approved  counseling  agency. 
Family  members  also  are  strongly  encouraged  to  attend  these  counseling  sessions. 

Q:     What  are  the  minimum  and  maximum  amounts  that  I  can  borrow? 

A:     The  maximum  amount  you  can  borrow  is  based  on  a  HUD  formula  that  factors  in 
the  age  of  the  youngest  borrower,  the  interest  rate,  and  the  maximum  claim  amount. 
The  maximum  claim  amount  is  the  lesser  of  the  appraised  value  of  your  house  or 
the  maximum  principal  amount  for  a  one-family  residence  that  can  be  insured  by 
FHA  in  your  area.  Currently,  this  maximum  ranges  between  $67,500  and  $124,875. 
There  is  no  minimum  borrowing  amount. 

Q:    What  types  of  payment  plans  are  available  with  the  HECM  loan? 

A:     A  borrower  with  a  HECM  may  choose  among  five  payment  options:  Term,  Tenure, 
Modified  Term,  Modified  Tenure,  and  Line  of  Credit. 

Under  the  term  option,  you  may  receive  equal  monthly  payments  for  a  fixed  period 
of  time  selected  by  you. 

Under  the  tenure  option,  you  may  receive  equal  monthly  payments  for  as  long  as 
you  occupy  the  home  as  a  principal  residence. 

Under  the  line  of  credit  option,  you  may  draw  up  to  a  maximum  amount  of  cash 
at  times  and  in  amounts  of  your  choosing,  as  long  as  you  occupy  the  home  as  a 
principal  rosidcnco. 

The  modified  term  plan  allows  you  to  set  aside  a  portion  of  loan  proceeds  as  a  line 
of  credit  and  rccoivo  llie  rest  in  the  form  of  equal  monthly  payments  for  a  fixed 
period. 
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Under  the  modified  tenure  option,  you  may  set  aside  a  portion  of  loan  proceeds  as 
a  line  of  credit  and  receive  the  rest  in  the  form  of  equal  monthly  payments  as  long 
as  you  occupy  your  home  as  a  principal  residence. 

If  you  select  either  of  the  term  plans,  you  can  remain  in  your  home  after  the  end 
of  the  loan  term  without  starting  repayment  The  same  is  true  if  you  have  withdrawn 
the  maximum  amount  under  a  line  of  credit  or  tenure  payment  plan.  Remember, 
repayment  of  a  HECM  does  not  begin  until  you  no  longer  occupy  your  home  as 
your  principal  residence. 

Q:    How  will  the  amount  of  the  monthly  payment  be  calculated? 

A:     How  much  you  can  receive  in  monthly  payments  depends  on  the  age  of  the  youngest 
borrower,  the  interest  rate  charged  by  the  lender,  the  maximum  claim  amount 
defined  above,  and  the  length  of  time  that  you  will  be  receiving  payments  ~  for  a 
fixed  period  or  for  as  long  as  you  live  in  the  house.  The  older  you  are,  the  larger 
your  payments  are  likely  to  be. 

The  following  example  shows  monthly  payments  available  under  first  the  tenure 
option,  then  the  term  option  with  a  10-year  term. 

Tenure  Payment  Plan 

Age  Maximum  Claim  Amount 

$50,000  $75,000  $100,000 

65 
75 
85 


Term  Payment  Plan 

Age  Maximum  Claim  Amoiuit 

$50,000  $75,000  $100,000 

65 
75 
85 


(These  figures  are  approximate  and  assume  an  8.5  percent  interest  rate,  financing  of 
closing  costs  and  the  initial  mortgage  insurance  premium,  and  deduction  of  a  $30  monthly 
servicing  fee.) 

Q:     Will  HECM  payments  affect  my  Social  Security,  Medicare  Supplemental 
Security  Income,  or  Medicaid  benefits? 

A:     HECM  payments  should  not  affect  your  Social  Security  or  Medicare  benefits  or 
eligibility  as  long  as  you  spend  the  advances  within  the  month  you  receive  them. 


$90 

$162 

$234 

$154 

$259 

$364 

$272 

$438 

$604 

$146 

$262 

$378 

$233 

$391 

$549 

$340 

$547 

$755 
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This  is  also  the  case  for  Medicaid  benefits  in  most  states.  If  you  do  not  spend  HECM 
advances  in  the  month  you  receive  then,  such  funds  will  be  added  to  your  liquid 
assets  and  may  affect  your  eligibility  for  these  programs.  We  suggest  you  consult 
the  local  offices  for  these  programs  to  determine  how  HECM  payments  may  affect 
your  particular  situation. 

Q:     Will  I  have  to  pay  any  fees  to  obtain  a  HECM? 

A:     Yes,  you  vnll  have  to  pay  an  origination  fee,  other  closing  costs,  and  a  mortgage 
insurance  premium,  -  which  is  divided  into  two  parts:  an  upfront  premium  of  2 
percent  of  the  maximum  claim  amount  and  1/2  percent  per  year  on  your  mortgage 
balance,  -  and  a  servicing  fee.  You  may  be  able  to  finance  the  origination  fee, 
other  closing  costs,  and  the  upfront  2  percent  mortgage  insurance  premium  -  that 
is,  these  items  may  be  included  in  your  loan  balance  so  that  you  do  not  have  to 
pay  for  them  in  cash.  The  only  limitation  is  that  the  origination  fee  being  financed 
can  be  no  larger  than  1  percent  of  your  maximum  claim  amount  Both  the  monthly 
servicing  fee  and  the  yearly  insurance  premium  will  be  charged  to  your  loan  balance 
as  the  diarges  occur. 

Q:     Can  I  be  forced  to  sell  or  vacate  my  home  if  the  money  I  owe  on  the  loan 
exceeds  the  value  of  my  home? 

A:     Absolutely  not,  as  long  as  you  continue  to  occupy  the  property  as  a  principal 
residence.  You  cannot  be  forced  to  sell  or  vacate  the  property,  even  if  the  total  of 
the  mortgage  payments  to  you  plus  interest  and  mortgage  insurance  premiums 
exceeds  the  value  of  the  property  pr  if  the  fixed  term  over  which  you  received  your 
payments  has  expired.  No  deficiency  judgement  may  result  from  your  HECM  loan. 
FHA  insurance  covers  any  further  financial  obligation  to  the  lender. 

Q:     Will  my  heirs  owe  anything  to  the  mortgage  lender  if  1  die? 

A:     Upon  your  death,  the  loan  balance,  consisting  of  payments  made  to  you  or  on  your 
behalf  plus  accrued  interest,  becomes  due  and  payable.  Your  heirs  may  repay  the 
loan  by  selling  the  home  or  by  paying  off  the  HECM  loan  so  that  they  may  keep 
the  home.  If  the  loan  exceeds  the  value  of  your  property,  your  heirs  will  owe  no 
more  than  the  value  of  the  property.  FHA  insurance  will  cover  any  balance  due 
the  lender.  No  additional  financial  claims  may  be  made  against  your  heirs  or  estate. 

Q:     If  my  home  appreciates  in  value  during  the  mortgage  term,  who  will  be 
entitled  to  that  money? 

A:     Under  a  HECM  you  are  legally  required  to  pay  back  to  the  lender  only  the 

outstanding  balance.  Any  money  remaining  after  the  mortgage  is  paid  goes  to  you 
or,  upon  your  death,  to  your  hoirs. 

Q:     What  if  I  decide  to  sell  my  home? 

A:     If  you  choose  to  sell  your  lionu',  I  lie  out.standing  loan  balance  horoino.s  due  and 

p.-iyable  to  the  m()rtf,'af;p  li'iuiiT.  ^'(nl  oryovir  cslato  will  receive  any  procoed.s  cxcc^iiding 
the  loan  balance. 
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Q:     Can  I  sell  my  home  to  my  children  and  continue  to  live  in  it? 

A:  If  you  sell  your  home  to  your  children  or  any  other  individual,  the  HECM  will  be 
due  and  payable  at  settlement.  After  the  loan  ia  repaid,  any  arrangement  for  your 
continued  occupancy  of  the  property  must  be  made  with  the  new  owners. 

Q:    What  is  Fannie  Mae's  role  in  the  HECM  program? 

A:     Fannie  Mae  has  agreed  to  purchase  two  types  of  adjustable-rate  HECM  loans  from 
the  lenders  who  originate  them.  One  adjustable-rate  mortgage  (ARM)  plan  features 
annual  interest  rate  adjustments  with  a  2  percent  cap  on  the  amount  that  the 
interest  rate  may  change  at  each  adjustment  and  a  5  percent  cap  on  increases  or 
decreases  over  the  life  of  the  loan.  The  other  ARM  plan  features  monthly  interest 
rate  changes  and  limits  interest  rate  increases  to  10  percent  over  the  life  of  the 
loan. 

Q:    Where  can  I  apply  for  an  HECM? 

A:     Any  HUD-approved  lender  can  participate  in  the  HECM  program. 

Q:    Where  caij  I  leam  more  about  home  equity  conversion  mortgages? 

A:     To  leam  more  about  HECMs  and  other  types  of  home  equity  conversion  loans, 
you  can  write  the  American  Association  of  Retired  Persons  (AARP)  to  request 
their  guide  to  converting  your  home  equity  into  cash.  For  a  free  copy,  write  to: 
Home  Made  Money,  AARP  Home  EJquity  Conversion  Service,  1909  K  Street,  NW, 
Washington,  DC  20049. 

About  Fannie  Mae 

This  information  is  provided  by  Fannie  Mae  so  you  can  leam  more  about  your  home 
finance  options.  Fannie  Mae  is  a  privately  managed,  stockholder-owned  company.  It 
has  been  chartered  by  Congress  to  fulfill  the  public  mission  of  providing  low-cost  mortgage 
funds  to  Americans  vnth  low,  moderate,  or  middle  incomes.  Fannie  Mae  does  not  lend 
money  to  consumers,  but  buys  mortgages  from  a  national  network  of  about  3,000  approved 
lenders  who  do  originate  mortgage  loans.  By  selling  their  loans  to  Fannie  Mae,  or  pooling 
them  to  issue  Mortgaged-Backed  Securities,  lenders  replenish  their  supply  of  capital  so 
they  can  make  more  mortgage  loans  to  American  home  buyers. 
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Mr.  Taylor.  We  will  take  questions  at  the  end  of  the  panel  for 
any  of  the  folks  that  have  spoken.  Before  we  go  to  our  next  speak- 
er, I  wanted  to  remind  you  of  a  few  figures.  In  the  1990  census,  the 
number  of  people  65  years  and  older  was  31,241,831,  a  significant 
portion  of  this  country's  population.  The  majority  of  today's  full 
time  workers  are  not  covered  by  private  pension  plans.  Social  Secu- 
rity itself  provides  the  average  worker  in  1991  approximately 
$600^  ust  about  even  with  what  is  today  known  as  the  poverty 
level,  but  certainly  not  a  subsistence  income  in  many  parts  of  the 
country,  including  parts  of  western  North  Carolina. 

If  you  put  those  figures  together,  you  see  how  important  it  is  for 
our  elderly  who  comprise  a  significant  portion  of  the  Nation's  pov- 
erty percentage  to  have  knowledge  about  the  investments,  the 
money  you  may  have,  the  savings  you  may  have,  and  to  encourage 
those  people  who  are  moving  toward  the  65  and  older  age  to  ad- 
dress this  question.  I  see  that  in  this  room  we  have  a  significant 
portion  of  the  population  65  and  older.  I  wish  we  were  talking 
today  to  those  40  to  50  who  will  have  some  time  to  prepare  for  the 
65  and  older  age. 

Our  second  panel  member  will  also  speak  on  managing  income 
and  the  importance  of  income.  He  is  Roger  Aiken,  a  partner  and  a 
manager  of  J.C.  Bradford  Company  in  Asheville.  Roger.  You  may 
speak  at  the  podium  if  you  would  like  and  that  microphone  may  be 
better. 

STATEMENT  OF  ROGER  H.  AIKEN 

Mr.  Aiken.  Thank  you  very  much  for  the  opportunity  to  testify 
today.  As  Representative  Taylor  said,  my  name  is  Roger  Aiken,  I 
am  with  J.C.  Bradford  &  Company.  I  am  also  a  native  of  this  area 
and  have  been  with  J.C.  Bradford  in  Asheville  for  the  past  9  years. 

Like  Deborah,  I  have  found  during  that  time  that  the  majority  of 
my  clients,  as  well  as  the  majority  of  my  firm's  clients,  are  retired 
individuals.  During  the  past  3  years,  we  have  seen  interest  rates 
follow  three  very  distinct  and  different  paths.  In  the  spring  of  1989, 
the  economy  was  performing  strongly  and  the  Federal  Reserve  was 
concerned  about  inflation,  short-term  interest  rates  such  as  money 
market  rates  and  short-term  certificates  of  deposit  were  actually 
providing  a  better  return  than  longer  term  investments. 

By  the  time  the  Nation  fell  into  recession  in  1990,  the  Federal 
Reserve  lowered  the  discount  rate  as  a  clear  signal  to  banks  that 
short-term  interest  rates  were  to  come  down  to  hopefully  spark  a 
recovery.  Short-term  interest  rates  like  those  I  just  mentioned  fell, 
while  longer  term  investments  and  longer  term  interest  rates  pro- 
vided the  best  return  for  investors. 

Short-term  rates  have  continued  to  fall  throughout  1991  and  they 
have  continued  to  fall  in  the  first  quarter  of  1992  as  the  Federal 
Reserve  has  attempted  to  bring  the  economy  out  of  recession.  We 
now  have  a  discount  rate  that  is  the  lowest  it  has  been  since  the 
early  1960s.  During  the  past  12  months,  I  have  seen  a  lot  of  con- 
cern among  my  retired  clients  as  interest  rates  have  fallen  to  those 
current  levels.  We  have  seen  interest  rates  on  1-year  certificates  of 
deposit  fall  over  3  percent  in  a  little  more  than  1  year.  This  repre- 
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sents  some  of  the  lowest  yields  for  those  particular  investments  in 
over  20  years. 

Consider  the  example  of  an  investor  with  a  $10,000  investment  in 
a  certificate  of  deposit,  who,  like  most  retired  investors,  is  using 
that  income  to  live  on.  One  year  ago,  an  investor  could  go  to  a  fi- 
nancial institution,  invest  that  $10,000  at  an  8  percent  rate  and 
would  receive  $800  a  year  in  income.  When  that  particular  invest- 
ment matures  today,  that  same  $10,000  investment  is  going  to  find 
an  interest  rate  of  about  4.5  percent,  or  a  difference  from  $800  to 
$450.  That  is  a  drop  of  well  over  40  percent  and  it  is  happening  to 
many  retirees  at  this  time. 

According  to  the  Bank  Rate  Monitor,  a  newsletter  that  tracks 
the  trend  of  interest  rates,  average  rates  on  1-year  certificates  of 
deposit  have  fallen  from  a  high  of  9.5  percent  in  April  1989  to  as 
low  as  4.13  percent  earlier  this  year.  With  this  one  example,  you 
can  see  why  so  many  investors  are  concerned  about  the  current 
level  of  interest  rates.  You  can  also  understand  why  in  the  invest- 
ment business,  as  Deborah  mentioned  a  little  bit  earlier,  we  are 
seeing  investors  who  had  never  considered  any  investment  other 
than  a  CD  in  the  past,  come  to  us  looking  for  alternatives  to  that 
particular  kind  of  investment. 

At  this  point,  I  would  just  like  to  refer  you  to  the  chart  on  the  2- 
year  investments  that  I  included.  You  will  no  doubt  notice  that 
many  investors  who  locked  in  yields  8  to  SV2  percent  a  couple  of 
years  ago  are  being  faced  with  the  grim  prospects  of  renewing 
those  investments  at  substantially  lower  interest  rates,  such  as 
those  that  we  talked  about  in  the  first  example. 

Also,  the  second  chart  I  have  got  takes  a  look  at  long-term  Treas- 
ury rates  and  it  does  so  from  January  1  of  1970  through  January  1 
of  1992.  I  have  used  that  to  point  out  another  problem  that  we  are 
seeing,  with  investors.  Many  investors  were  fortunate  enough  to 
lock  in  high  interest  rates  in  the  early  to  mid-1980s. 

Now  those  investments  could  have  been  municipal  bonds,  they 
have  the  advantage  of  providing  income  free  of  Federal,  State  or 
intangible  tax.  They  could  have  been  other  investments  such  as 
corporate  bonds,  GNMA  investments.  Treasuries  or  preferred 
stock,  just  to  name  a  few.  Those  investments  were  intended  to  pro- 
vide income  over  a  longer  period  of  time. 

Over  the  past  year  or  so,  we  have  seen  many  homeowners  refi- 
nance their  mortgages  to  take  advantage  of  these  lower  interest 
rates  to  reduce  the  interest  expense  they  have.  Over  this  same 
period,  we  are  seeing  institutions  do  exactly  the  same  thing.  They 
are  using  this  period  of  lower  interest  rates  to  issue  new  securities 
at  a  lower  interest  rate  to  replace  or  to  call  in — that  is  the  term 
they  use — substantially  identical  securities  that  are  paying  higher 
interest  rates. 

This  coming  week  in  Buncombe  County,  the  Metropolitan  Sewer- 
age District  will  issue  a  new  series  of  municipal  bonds  in  the 
amount  of  $20  million  to  replace  securities  that  were  paying  much 
higher  interest  rates  than  the  current  level.  It  is  estimated  that  in 
1992,  over  $100  billion  of  municipal  bonds  will  be  called.  And  when 
that  is  called,  the  principal  is  going  to  be  returned  back  to  the  in- 
vestor. 
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As  taxpayers  and  shareholders,  we  appreciate  the  insights  that 
this  savings  provides;  to  investors,  this  can  provide  a  big  dent  in 
your  investment  income.  Well,  what  can  investors  do  now?  I  be- 
lieve, as  Deborah  mentioned  earlier,  they  need  to  determine  their 
needs  and  set  their  investment  objectives  based  on  those  needs. 
Just  as  important  is  your  tolerance  of  risk.  If  you  go  farther  out 
the  yield  curve  from  the  1  to  2  year  CDs  that  a  lot  of  investors 
have  been  looking  for  in  search  of  higher  yields,  that  carries  more 
risk.  Some  investors  cannot  tolerate  their  increased  risk  and  uncer- 
tainty that  a  longer  term  investment  provides,  even  if  increased 
income  is  a  result. 

We  all  know  that  interest  rates  like  the  stock  and  bond  markets 
are  cyclical  and  that  interest  rates  will  rise  and  fall  with  the  gener- 
al health  of  our  economy.  While  I  believe  some  investors  were 
spoiled  with  the  higher  interest  rates  of  the  late  1970s  and  early 
1980s,  I  am  also  concerned  that  some  investors  will  chase  yields 
and  they  should  face  declining  principal  values  in  the  face  of  in- 
creasing interest  rates.  One  way  to  think  about  the  trade  off  be- 
tween interest  rates  and  your  principal  is  just  to  think  about  a 
simple  child's  seesaw  for  instance.  If  you  put  interest  rates  on  one 
end  of  the  seesaw  and  you  put  your  principal  value  of  your  invest- 
ment as  the  other,  as  interest  rates  rise,  the  value  of  your  principal 
will  decline.  What  we  have  seen  in  the  past  2  or  3  years  is  as  inter- 
est rates  fall,  the  value  of  the  principal  that  is  invested  has  contin- 
ued to  increase. 

One  alternative  that  I  believe  is  available  to  many  retirees  is  to 
stagger  or  ladder  your  maturities  on  your  investments.  This  will 
ensure  that  they  do  not  all  mature  at  the  same  time  and  will  pro- 
vide you  a  higher  level  of  income  than  if  you  just  lumped  them  all 
and  kept  them  as  shorter  term  investments. 

Well  what  can  be  done  from  here?  It  is  obviously  not  in  the  best 
interest  of  investors  for  the  Federal  Reserve  to  raise  interest  rates 
to  provide  more  income  from  those  investments  if  the  result  is  a 
prolonged  recession  that  will  hurt  businesses  and  also  hurt  our 
area  and  cause  higher  unemployment. 

One  avenue  that  I  believe  should  be  explored  is  what  Mr.  Brown 
was  talking  about  earlier — reducing  the  capital  gains  tax.  This 
would  allow  investors  to  move  older  investments  that  might  be 
paying  little  or  low  interest  rates  to  higher  yielding  investments. 
One  reason  investors  are  reluctant  to  do  this  now  is  because  of  the 
increased  tax  burden  that  they  would  incur  both  at  the  State  level 
and  also  at  the  Federal  level. 

Yesterday  I  had  two  investors  come  to  me,  one  of  them  had  a 
New  York  State  municipal  bond  that  was  paying  11.5  percent  that 
was  supposed  to  continue  to  pay  interest  for  the  next  10  3'^ears. 
They  saw  fit  to  call  that  in  and  are  going  to  refinance  the  new 
issue  somewhere  between  6  and  6V2  percent.  She  was  obviously 
very  distressed  about  this  particular  prospect  and  mentioned  to  me 
how  she  wished  we  could  go  back  to  the  days  when  our  investments 
or  CDs  were  paying  14  to  15  percent,  until  I  pointed  out  to  her  that 
with  that  particular  time  we  also  had  inflation  running  about  17  or 
18  percent.  So  there  is  a  trade  off. 

But  I  really  believe  the  capital  gains  would  also  have  the  effect 
of  helping  a  lot  of  people  that  may  have  retired  from  a  corporation 
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with  a  large  amount  of  stock  and  that  particular  corporation 
maybe  paying  2  or  3  percent  now  as  far  as  the  dividend  yield.  It 
would  allow  these  retirees  an  avenue  to  put  that  to  work  a  little  bit 
better  for  them. 

I  really  appreciate  the  opportunity  to  be  here  today. 

[The  prepared  statement  of  Mr.  Aiken  follows:] 

J.C.  Bradford  &  Co. 

10  SOUTH  PACK  SQUARE 

ASHEVILLE.  NC  20801 

Roger  H.  Aiken  [voa]  sss-bbbo 

Invostmenc  Llmiced  Partner  1 -BOO-'lSB-BSaS 

Branch  Office  Manager 


TESTIMONY  BEFORE  THE  SELECT  COMMITTEE  ON  AGING 
APRIL  4,  1992 


THANK  YOU  FOR  ALLOWING  ME  THE  OPPORTUNITY  TO  TESTIFY  TODAY.  MY 
NAME  IS  ROGER  AIKEN.  I  AM  A  PARTNER  WITH  J.C.  BRADFORD  AND  CO.  ,  A 
MEMBER  OF  THE  NEW  YORK  STOCK  EXCHANGE  AND  MANAGER  OF  THE  ASHEVILLE, 
N.C.  OFFICE.  I  HAVE  WORKED  WITH  J.C.  BRADFORD  IN  ASHEVILLE  FOR  THE 
PAST  NINE  YEARS  AND  DURING  THAT  TIME  I  HAVE  FOUND  THAT  THE  MAJORITY 
OF  MY  CLIENTS  ARE  RETIRED  INDIVIDUALS.  DURING  THE  PAST  THREE  YEARS 
WE  HAVE  SEEN  INTEREST  RATES  FOLLOW  THREE  VERY  DISTINCT  PATHS.  IN 
THE  SPRING  OF  1989  THE  ECONOMY  WAS  PERFORMING  STRONGLY  AND  THE 
FEDERAL  RESERVE  WAS  CONCERNED  ABOUT  INFLATION.  SHORT-TERM  INTEREST 
RATES  SUCH  AS  MONEY  MARKET  RATES  AND  SHORT  TERM  CDS  WERE  ACTUALLY 
PROVIDING  A  BETTER  RETURN  THAN  LONGER  TERM  INVESTMENTS.  BY  THE  TIME 
THE  NATION  FELL  INTO  RECESSION  IN  1990,  THE  FEDERAL  RESERVE  LOWERED 
THE  DISCOUNT  RATE  AS  A  CLEAR  SIGNAL  TO  BANKS  THAT  SHORT-TERM 
INTEREST  RATES  WERE  TO  COME  DOWN  TO  HOPEFULLY  SPARK  A  RECOVERY. 
SHORT-TERM  INTEREST  RATES  LIKE  THOSE  I  JUST  MENTIONED  FELL  WHILE 
THE  LONGER  TERM  INVESTMENTS  PROVIDED  THE  BEST  RETURN  FOR  CLIENTS. 
SHORT  TERM  RATES  HAVE  CONTINUED  TO  FALL  THROUGH  1991  AND  INTO  THE 
FIRST  QUARTER  OF  1992  AS  THE  FEDERAL  RESERVE  HAS  ATTEMPTED  TO  BRING 
THE  ECONOMY  OUT  OF  RECESSION.  WE  NOW  HAVE  A  DISCOUNT  RATE  AT  ITS 
LOWEST  LEVEL  SINCE  THE  EARLY  1960 'S.   DURING  THE  LAST  12  MONTHS  I 
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HAVE  SEEN  A  LOT  OF  CONCERN  AMONG  THESE  INDIVIDUALS  AS  INTEREST 
RATES  HAVE  FALLEN  TO  THEIR  CURRENT  LEVELS.  WE  HAVE  SEEN  INTEREST 
RATES  ON  CERTIFICATES  OF  DEPOSITS  FALL  OVER  THREE  PERCENT  IN  LITTLE 
MORE  THAN  A  YEAR.  THIS  REPRESENTS  SOME  OF  THE  LOWEST  YIELDS  FOR 
THESE  INVESTMENTS  IN  OVER  TWENTY  YEARS.  CONSIDER  THE  FOLLOWING 
EXAMPLE  OF  AN  INVESTOR  WITH  A  $10,000  INVESTMENT  IN  A  CERTIFICATE 
OF  DEPOSIT  WHO  IS  USING  THE  INCOME  FROM  THE  INVESTMENT  TO  LIVE  ON. 


ONE  YEAR  AGO 

$10,000   INVESTMENT 

X 8%   CD  RATE 

$     800  YEARLY  INCOME 


TODAY 

$10,000  INVESTMENT 

X    4.5%  CD  RATE 

$    450  YEARLY  INCOME 


THIS  EXAMPLE  REPRESENTS  A  DROP  OF  OVER  40%  IN  MANY  RETIREES  INCOME. 
ACCORDING  TO  THE  BANK  RATE  MONITOR,  WHICH  IS  A  NEWSLETTER  THAT 
TRACKS  THE  TREND  OF  INTEREST  RATES,  AVERAGE  RATES  ON  ONE  YEAR  CD 
RATES  HAVE  FALLEN  FROM  A  HIGH  OF  9.51%  IN  APRIL  1989  TO  AS  LOW  AS 
4.13%  EARLIER  THIS  YEAR.  WITH  THIS  ONE  EXAMPLE  YOU  CAN  SEE  WHY  SO 
MANY  INVESTORS  ARE  CONCERNED  ABOUT  THE  CURRENT  LEVEL  OF  INTEREST 
RATES.  YOU  CAN  ALSO  UNDERSTAND  WHY  WE  ARE  SEEING  INVESTORS  WHO  HAD 
NEVER  CONSIDERED  ANY  INVESTMENT  OTHER  THAN  A  CD  IN  THE  PAST  COME  TO 
US  LOOKING  FOR  ALTERNATIVES  TO  THAT  PARTICULAR  TYPE  OF  INVESTMENT. 
AT  THIS  POINT  I  WOULD  LIKE  TO  REFER  TO  THE  CHARTS  I  HAVE  INCLUDED 
(SEE  EXHIBIT  1).  THE  FIRST  CHART  SHOWS  HOW  MEDIUM  TERM  CDS  OR  2- 
YEAR  CDS  HAVE  PERFORMED.  YOU  WILL  NO  DOUBT  NOTICE  THAT  MANY 
INVESTORS  THAT  LOCKED  IN  YIELDS  IN  THE  8-8.50%  LEVEL  ARE  BEING 
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FACED  WITH  THE  GRIM  PROSPECTS  OF  RENEWING  THOSE  INVESTMENTS  AT 
SUBSTANTIALLY  LOWER  INTEREST  RATES  SUCH  AS  THOSE  IN  MY  FIRST 
EXAMPLE.  I  WOULD  LIKE  TO  USE  THE  SECOND  CHART  ON  LONG-TERM 
TREASURY  RATES  (SEE  EXHIBIT  2)  TO  POINT  OUT  ANOTHER  PROBLEM  THAT  I 
SEE  TODAY.  MANY  INVESTORS  WERE  FORTUNATE  ENOUGH  TO  LOCK  IN  HIGH 
INTEREST  RATES  IN  THE  EARLY  TO  MID  1980 "S.  THESE  INVESTMENTS  COULD 
HAVE  BEEN  MUNICIPAL  BONDS,  WHICH  HAVE  THE  ADVANTAGE  OF  PROVIDING 
INCOME  FREE  OF  FEDERAL,  STATE  AND  INTANGIBLE  TAXES,  OR  OTHER 
INVESTMENTS  SUCH  AS  CORPORATE  BONDS,  GNMA  INVESTMENTS  AND  PREFERRED 
STOCK,  JUST  TO  NAME  A  FEW.  THESE  INVESTMENTS  WERE  INTENDED  TO 
PROVIDE  INCOME  OVER  A  LONGER  PERIOD  OF  TIME.  OVER  THE  PAST  YEAR  OR 
SO  WE  HAVE  SEEN  MANY  HOME  OWNERS  REFINANCE  THEIR  MORTGAGES,  TAKING 
ADVANTAGE  OF  THESE  LOWER  INTEREST  RATES  TO  REDUCE  THEIR  INTEREST 
EXPENSE.  OVER  THIS  SAME  PERIOD  WE  HAVE  SEEN  INSTITUTIONS  DO  THE 
VERY  SAME  THING.  USING  THIS  PERIOD  OF  LOWER  INTEREST  RATES  TO 
ISSUE  NEW  SECURITIES  AT  A  LOWER  INTEREST  RATE  TO  REPLACE  OR  "CALL- 
IN"  SUBSTANTIAL  IDENTICAL  SECURITIES  THAT  ARE  PAYING  HIGHER 
INTEREST  RATES.  THIS  COMING  WEEK  IN  BUNCOMBE  COUNTY,  THE 
METROPOLITAN  SEWAGE  DISTRICT  WILL  ISSUE  A  NEW  SERIES  OF  MUNICIPAL 
BONDS  IN  THE  AMOUNT  OF  $20  MILLION  DOLLARS  TO  REPLACE  SECURITIES 
THAT  WERE  PAYING  MUCH  HIGHER  INTEREST  RATES  THAN  CURRENT  LEVELS. 
IT  IS  ESTIMATED  THAT  IN  1992  OVER  $100  BILLION  DOLLARS  WORTH  OF 
MUNICIPAL  BONDS  WILL  BE  CALLED.  WHILE  AS  TAXPAYERS  AND 
SHAREHOLDERS  WE  APPRECIATE  THE  INSIGHT  THAT  THIS  SAVINGS  PROVIDES, 
TO  INVESTORS  THIS  PROVIDES  A  BIG  DENT  IN  INVESTMENT  INCOME.  WHAT 
CAN  INVESTORS  DO  NOW?  I  BELIEVE  THAT  THEY  NEED  TO  DETERMINE  THEIR 
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NEEDS  AND  SET  THEIR  INVESTMENT  OBJECTIVES  BASED  ON  THOSE  NEEDS. 
JUST  AS  IMPORTANT  IS  THEIR  TOLERANCE  OF  RISK.  GOING  FARTHER  OUT 
THE  YIELD  CURVE  IN  SEARCH  OF  HIGHER  YIELDS  CARRIES  MORE  RISK.  SOME 
INVESTORS  CANNOT  TOLERATE  THE  INCREASED  RISK  AND  UNCERTAINTY  THAT 
A  LONGER-TERM  INVESTMENT  PROVIDES  EVEN  IF  INCREASED  INCOME  IS  THE 
RESULT.  WE  ALL  KNOW  THAT  INTEREST  RATES,  LIKE  THE  STOCK  AND  BOND 
MARKETS  ARE  CYCLICAL  AND  THAT  INTEREST  RATES  WILL  RISE  AND  FALL 
WITH  THE  GENERAL  HEALTH  OF  OUR  ECONOMY.  WHILE  I  BELIEVE  THAT 
INVESTORS  WERE  SPOILED  WITH  THE  HIGHER  INTEREST  RATES  OF  THE  LATE 
70 'S  AND  EARLY  80  "S,  I  AM  CONCERNED  THAT  INVESTORS  WILL  CHASE 
YIELDS  AND  COULD  FACE  DECLINING  PRINCIPAL  VALUES  IN  THE  FACE  OF 
INCREASING  INTEREST  RATES.  ONE  ALTERNATIVE  IS  TO  STAGGER  OR  LADDER 
THEIR  MATURITIES.  THIS  WILL  INSURE  THAT  THEY  DO  NOT  ALL  MATURE  AT 
THE  SAME  TIME.  WHAT  CAN  BE  DONE  FROM  HERE?  IT  IS  NOT  IN  THE  BEST 
INTEREST  OF  INVESTORS  FOR  THE  FEDERAL  RESERVE  TO  RAISE  INTEREST 
RATES  TO  PROVIDE  MORE  INCOME  FROM  INVESTMENTS  IF  THE  RESULT  IS  A 
PROLONGED  RECESSION  THAT  WILL  HURT  BUSINESS  AND  CAUSE  HIGHER 
UNEMPLOYMENT.  ONE  AVENUE  THAT  I  BELIEVE  SHOULD  BE  EXPLORED  IS 
REDUCING  THE  CAPITAL  GAINS  TAX.  THIS  WOULD  ALLOW  INVESTORS  TO  MOVE 
OLDER  INVESTMENTS  THAT  MIGHT  BE  PAYING  LITTLE  OR  LOW  INTEREST  RATES 
TO  HIGHER  YIELDING  INVESTMENTS.  ONE  REASON  THAT  INVESTORS  ARE 
RELUCTANT  TO  DO  THIS  NOW  IS  BECAUSE  OF  THE  INCREASED  TAX  BURDEN  AT 
BOTH  THE  STATE  AND  FEDERAL  LEVEL  THAT  THEY  WOULD  INCUR.  I 
APPRECIATE  THE  OPPORTUNITY  TO  BE  HERE  TODAY  AND  WOULD  BE  HAPPY  TO 
ANSWER  ANY  QUESTIONS  THAT  YOU  MIGHT  HAVE. 
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Mr.  Taylor.  We  will  take  a  few  brief  questions  in  this  area  and 
then  we  would  like  to  go  on  to  our  next  panel.  We  will  have  an- 
other question  and  answer  period  after  that  panel  concludes  its  tes- 
timony. 

Are  there  questions  about  the  specific  things  that  have  been  said 
in  this  area,  clarifications  of  any  of  the  statements  of  any  of  the 
individuals?  Yes? 

Voice.  On  capital  gains,  why  can  they  not  do  something  like  they 
do  on  other  things  where  you  would  actually  take  out  some  money, 
sell  some  stock  or  something  for  capital  gains  for  say  2  months  or  3 
months  or  whatever  Congress  decided,  that  would  then  allow  you 
not  to  pay  any  tax  if  you  reinvest? 

Mr.  Taylor.  That  is  a  good  suggestion.  I  would  be  glad  to  take  it 
and  pass  it  on.  I  will  be  glad  to — 

Voice.  It  is  a  suggestion.  It  is  the  same  as  selling  a  house,  in 
other  words. 

Mr.  Taylor.  I  agree,  and  Amo,  any  time  you  care  to  kick  into 
this. 

Mr.  Houghton.  I  think  it  is  a  great  suggestion.  The  problem 
with  capital  gains  has  been  it  is  postured  badly  as  a  fairness  issue. 
You  are  helping  the  rich  and  you  are  taking  away  from  the  poor 
and  that  is  bad.  That  is  not  the  way  it  plays  up  where  I  live.  My 
district  has  a  constituency  pretty  much  like  this,  rural,  people  pay 
their  bills,  they  work  hard,  they  retire,  they  are  proud  of  their 
homes.  But  in  Washington,  it  is  a  very,  very  difficult  issue.  I  think 
it  is  one  of  the  most  important  things  that  could  happen  to  this 
country. 

Could  I  ask  a  question  though  of  these  two  people? 

Mr.  Taylor.  Certainly,  certainly. 

Mr.  Houghton.  You  know,  one  of  the  reasons  I  think  that  stag- 
gered capital  gains  is  so  important  is  because  it  not  only  helps 
homeowners  but  it  also  tries  to  keep  American  business  looking 
long-term  rather  than  short-term.  You  know  if  you  have  pension 
committees  in  your  company  and  one  of  them  does  not  do  too  well, 
the  pension  managers  get  thrown  out  and  somebody  else  comes  in 
and  they  are  constantly  churning. 

Seventy  percent  of  American  business  is  owned  by  financial  man- 
agers now,  by  pension  funds.  What  do  you  think  about  the  possibili- 
ty or  even  the  advisability  of  having  pension  funds  exposed  to  the 
same  type  of  taxation  that  people  like  us  are? 

Ms.  Moeller.  I  would  have  to  think  that  through.  I  would  guess 
that  the  first  ramification  that  I  would  think  of — how  would  it 
affect  the  pension  holders,  the  people  who  are  in  the  fund  them- 
selves? Would  they  pass  that  tax  back  down  to  them  by  reducing 
their  interest  rate  that  they  receive  or  their  yields  or  their  benefits 
in  some  way?  That  would  be  my  first  negative  consideration. 

The  positive  consideration  would  have  to  be  how  much  would  it 
actually  yield  in  revenues  as  compared  to  any  other  potential 
source.  Those  would  be  my  first  two  thoughts. 

Mr.  Brown.  I  think  what  you  are  suggesting  is  simply  to  go  to 
the  double  taxation  on  dividends.  In  other  words,  a  corporation 
makes  a  profit,  they  pay  income  tax,  they  also  pay  a  part  of  that 
profit  out  in  dividends  and  the  recipient  of  those  dividends  pays  an 
income  tax,  so  that  I  think  one  of  the  things  that  may  help  to  get 
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this  country  moving  is  to  eliminate  the  double  taxation  on  divi- 
dends and  certainly  not  to  implement  a  thing  where  you  are  taxing 
retirement  funds. 

Mr.  Taylor.  Other  questions  to  the  specifics  of  the  panel  as 
much  as  possible? 

[No  response.] 

Mr.  Taylor.  If  not,  in  a  moment  we  will  go  on  then  to  the  other 
panel.  We  can  return  at  the  end  of  the  second  panel  and  discuss 
both  panels'  remarks  and  ask  questions.  I  wanted  to  ask  one  ques- 
tion we  wanted  to  know  for  the  purpose  for  our  Committee. 

How  did  you  learn  of  this  meeting  today?  Those  of  you  that 
learned  of  it  through  the  press,  let  me  ask  you  to  raise  your  hand 
when  I  call  the  press'  name.  If  you  learned  of  it  from  the  Times 
News,  please  raise  your  hand  and  hold  it  up  a  moment. 

[Show  of  hands.] 

Mr.  Taylor.  Okay.  If  you  learned  from  the  Asheville  Citizen, 
please  raise  your  hand. 

[Show  of  hands.] 

Mr.  Taylor.  If  you  learned  of  it  from  the  Transylvania  Times, 
please  raise  your  hand. 

[Show  of  hands.] 

Mr.  Taylor.  All  right,  if  you  learned  of  it  through  other  commu- 
nications; mail  or  any  other  communication,  please  raise  your 
hand. 

[Show  of  hands.] 

Mr.  Taylor.  Our  office  is  interested  in  these  things.  Our  second 
panel  will  be  dealing  in  the  area  of  income  and  the  sources  avail- 
able for  the  elderly. 

Our  first  speaker  is  Mrs.  Wilma  Rogers,  who  is  President  of  the 
Southern  Association  of  Notch  Babies.  Ms.  Rogers,  you  may  speak 
from  here  or  the  desk,  whichever  is  most  convenient. 

PANEL  TWO,  CONSISTING  OF  WILMA  ROGERS,  PRESIDENT, 
SOUTHERN  ASSOCIATION  FOR  NOTCH  VICTIMS;  SCOTT 
HARVEY,  CASE  ANALYST,  NORTH  CAROLINA  GOVERNOR'S 
WESTERN  OFFICE;  AND  STAN  BRADLEY,  VICE-PRESIDENT,  DIS- 
TRICT 1,  NORTH  CAROLINA  ASSOCIATION  OF  LONG-TERM  CARE 
FACILITIES 

STATEMENT  OF  WILMA  ROGERS 

Ms.  Rogers.  Thank  you  so  much  for  having  me  today.  I  am 
Wilma  Rogers  and  I  am  the  President  of  the  Southern  Association 
for  Notch  Victims.  I  am  also  1  of  11  million  baby  boomers  that  was 
born  right  after  World  War  I.  That  is  what  made  up  the  notch.  I 
am  also  1  of  the  118,000  notch  victims  in  North  Carolina,  All  of  us 
were  born  in  the  years  from  1917  through  1921.  Of  course,  this 
varies  off  into  1926. 

In  1986,  after  38  years  as  a  hairdresser,  I  retired  with  aspirations 
of  sleeping  late,  reading  books,  going  fishing,  whatever  crossed  my 
mind.  But  it  did  not  work  out  that  way.  I  knew  about  this  situation 
when  it  was  first  passed  in  Congress  because  our  Congressman  at 
that  time,  Lamar  Gudger,  voted  for  it.  So  that  is  just  the  way  that 
was.  I  was  in  the  beauty  shop  at  that  time,  and  I  knew  the  day 
that  it  passed. 
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It  did  not  hit  me  at  home  so  hard  until  I  got  my  retirement  all 
set  up  and  I  went  down  to  draw.  Then  it  was  right  there  in  front  of 
me.  I  did  not  have  anything  to  speak  of  for  the  38  years  that  I  had 
worked,  which  made  me  very  unhappy. 

I  was  a  single  parent,  so  I  had  to  work  and  raise  and  school  a 
daughter,  which  I  did.  But  after  I  realized  that  I  was  not  going  to 
get  my  Social  Security  like  I  was  supposed  to,  I  decided  that  there 
should  be  something  done  about  it.  So  I  went  to  Washington  for  the 
first  time  on  September  9,  1986.1  found  out  that  we  really  are  in 
bad  trouble,  which  I  guess  I  knew  before  but  did  not  want  to  admit. 
I  guess  we  have  got  to  see  it  with  our  eyes  and  hear  it  with  our 
ears.  I  learned  a  lot  about  politics  in  Washington  in  the  last  6 
years — lots  more  than  I  thought  I  ever  wanted  to.  It  would  not 
have  been  necessary  if  I  had  not  gotten  into  this,  but  I  did. 

I  have  paid  my  years  of  Social  Security,  but  the  Social  Security 
Administration  did  not  want  to  pay  me  back,  and  so  it  was  kind  of 
hard.  I  think  about  now — since  I  have  been  traveling  for  5  years — 
my  daughter  and  me.  We  traveled  for  5  years  over  North  Carolina, 
South  Carolina  and  Georgia,  and  I  think  about  the  people — I  will 
just  say  the  ones  in  South  Carolina  and  eastern  North  Carolina 
that  were  cotton  mill  workers.  Now  I  know  for  a  fact,  because  I 
had  many  meetings  with  thousands  of  people  over  those  years  I 
traveled  in  North  Carolina,  South  Carolina  and  Georgia,  that  many 
of  them  worked  from  the  time  they  were  14  years  old  until  they 
retired.  They  retired  with  $150  a  month.  I  listened  to  all  these 
people  talking,  and  I  thought,  what  if  one  notch  victim  just  had  a 
little  more  money?  But  they  will  never  have  it  because  the  govern- 
ment took  it  away  from  them.  So  here  we  are,  me  and  11  million 
others.  And  on  top  of  those  11  million  notch  victims  are  their  wives 
and  their  husbands — so  there  are  many  more  affected. 

We  have  been  having  some  good  luck  in  the  past  2  months,  and 
we  have  been  hearing  real  good  news.  Senator  Sanford's  bill  is 
being  considered.  We  have  280  co-sponsors  in  Congress — 280  I  be- 
lieve in  the  House  and  43  in  the  Senate,  where  we  need  more  are 
working  on  that.  In  1991,  a  group  of  notch  activists  from  across  the 
United  States  formed  the  now  nationally  recognized  Notch  Adviso- 
ry Committee.  There  are  nine  of  us,  and  we  have  had  real  good 
luck  with  our  meetings  in  Washington  and  the  places  that  we  had 
to  be.  We  work  together,  and  that  is  what  was  needed  all  the  time. 
We  had  not  had  anyone  stick  together  for  our  business. 

In  1972  Social  Security  tried  to  give  us  a  small  cost-of-living  ad- 
justment. Well,  it  did  not  work  out  that  way.  By  1977,  they  had  de- 
cided that  there  had  been  a  mistake  made.  I  do  not  know  where 
the  bookkeepers  had  been  all  that  time  because  they  did  not  know 
pea  turkey  about  it.  Nobody  knew  that  the  trust  fund  was  going 
broke.  We  had  about  enough  funds  to  do  us  a  year.  Well,  that  was 
bad.  What  were  people  going  to  do,  they  had  depended  on  this  since 
1932.  Well,  they  did  not  know  what  they  were  going  to  do  but  they 
soon  found  out  that  they  were  going  to  do  without — that  is  what 
they  found  out. 

In  1977,  we  found  out  that  we  had  a  bad  notch.  The  notch  comes 
down  like  this  (indicating),  and  the  people  that  were  born  in  1919 
and  1920  are  the  ones  that  are  losing  the  most  money — we  are  all 
losing  money.  Anybody  that  wants  to  know  how  much  money  they 
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are  losing  each  month,  all  they  have  got  to  do  is  go  to  their  Social 
Security  office  and  find  out.  Now  when  this  notch  first  started, 
when  I  started  with  it  6  years  ago,  it  was  denied  that  there  was  a 
notch.  No,  there  was  no  notch,  there  was  not  anything  wrong.  But 
there  was  something  wrong  and  it  was  bad  wrong. 

So  now  do  have  a  notch,  and  we  are  having  to  suffer  through  it. 
Now  I  think  the  time  has  come  that  we  are  going  to  get  something 
done.  H.R.  1917  now  has  283  co-sponsors,  one  of  whom  is  our  Con- 
gressman, Charles  Taylor.  The  Senate  Bill,  S.567,  sponsored  by 
Terry  Sanford,  now  has  an  outstanding  44  co-sponsors.  Just  this 
past  week,  two  new  Senators  signed  on.  We  see  new  ground  being 
broken  every  day.  Mr.  Sanford  wants  to  see  his  bill  get  a  vote  prior 
to  the  July  recess  and  our  hope  and  prayers  are  that  it  will 
happen.  We  want  a  vote  this  year  and  for  the  first  time  in  8  years, 
we  have  a  remarkably  good  chance. 

The  loudest  noise  we  hear  from  Washington  comes  from  the  un- 
informed politicians  who  say  that  the  Social  Security  Trust  Fund 
could  not  support  the  debt  and  fix  the  notch.  According  to  Social 
Security's  own  figures,  there  will  be  a  surplus  of  $7  trillion  by 
2020 — and  we  do  not  have  any  money,  we  are  all  broke.  Money  cer- 
tainly is  not  the  issue. 

A  copy  of  The  Notch  in  Layman's  Terms  is  attached.  And  those 
who  are  affected  by  this  discrimination,  I  would  be  glad  to  read  it 
aloud  for  the  record  following  my  closing  remarks. 

In  1992,  a  group  of  notch  activists  from  across  the  United  States 
formed  the  now  nationally  recognized  Notch  Advisory  Council.  The 
nine  members  of  this  organization,  myself  being  one,  have  worked 
tirelessly  on  behalf  of  those  people  being  cheated  out  of  what  is 
rightfully  theirs.  On  behalf  of  the  NAC  and  behalf  of  the  thousands 
of  notch  victims  in  the  State  of  North  Carolina,  we  would  like  to 
thank  Congressman  Taylor  for  his  help  in  this  battle  to  win  the 
notch  reform.  We  are  proud  to  have  him  hold  this  seat  as  Congress- 
man from  North  Carolina. 

We  want  a  vote  on  the  notch  bill  this  year,  and  we  intend  to  get 
one. 

Thank  you. 

[The  prepared  statement  of  Ms.  Rogers  follows:] 
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115  Arlington  Street  (704)  252-7133 

Asheville,  NC  28801 


Southern  Association  For  Notch  Victims 

A  Non-Profit,  Non-Partisan  Opgonizo/ion 


MY  NAME  IS  WILMA  ROGERS  AND  I  AM  A  SOCIAL  SECURITY  NOTCH  VICTIM. 
ACTUALLY  I  AM  ONE  OF  118,000  NOTCH  VICTIMS  IN  THE  STATE  OF  NORTH 
CAROLINA,  BORN  IN  THE  YEARS  1917-1921.   EACH  AND  EVERY  YEAR   I, 
ALONE,  AM  LOOSING  $996.00  IN  RIGHTFUL  SOCIAL  SECURITY  BENEFITS. 

IN  1986,  AFTER  38  YEARS  AS  A  HAIR  DRESSER,  I  RETIRED  WITH  ASPIRATIONS 
OF  SLEEPING  LATE,  GARDENING  AND  READING  AT  LEAST  ONE  GOOD  BOOK 
A  WEEK.   BUT  THAT'S  NOT  WHAT  HAPPENED.   I  WAS  MADE  AWARE  OF  "NOTCH" 
LEGISLATION  WHEN  IT  PASSED  IN  1977  BUT  AS  A  SINGLE  PARENT  AND  SOLE 
BREADWINNER  FOR  MY  DAUGHTER  I  WAS  KEPT  BUSY  JUST  MAKING  A  LIVING. 
IT  WAS 'NT  UNTIL  I  RETIRED  THAT  THE  TRUE  REALITY  OF  THIS  HORRIBLE 
DISCRIMINATION  CAME  HOME  TO  ME.   HOW  COULD  THE  UNITED  STATES 
GOVERNMENT  RENEGE  ON  ITS  PROMISE  TO  PAY  ME  THE  SOCIAL  SECURITY 
WHICH  I  DESERVED?   I  HAD  PAYED  INTO  THE  SYSTEM  ALL  THESE  YEARS 
AND  NOW  I  WAS  BEING  CHEATED? 

ON  SEPTEMBER  9,  1986  I  MADE  MY  FIRST  TRIP  TO  WASHINGTON,  ALONG  WITH 
45  OTHER  NOTCH  VICTIMS  FROM  ACROSS  OUR  STATE.   THIS  TRIP  WAS  THE 
FIRST  STEP  IN  A  6  YEAR  JOURNEY  WHICH  HAS  LED  ME  HERE  TODAY.   SOON 
AFTER  MY  RETURN  TO  NORTH  CAROLINA  I  FOUNDED  "THE  SOUTHERN  ASSOC- 
IATION FOR  NOTCH  VICTIMS",  A  GRASSROOTS  ORGANIZATION  WITH  30,000 
MEMBERS.   NO  FEE  IS  PAID  TO  JOIN  AND  IT  IS  A  NON-PROFIT  ORGANI- 
ZATION.  THE  GRASSROOTS  MOVEMENT  ACROSS  THE  NATION  TO  RESOLVE  THE 
"NOTCH"  IS  IRREFUTABLE  PROOF  THAT  THE  "AVERAGE  MAN"  CAN  HAVE  A 
RESOUNDING  EFFECT  ON  THE  ISSUES  OF  OUR  DAY. 

FOR  THE  PAST  8  YEARS  THERE  HAVE  BEEN  VARIOUS  FORMS  OF  LEGISLATION 
IN  BOTH  THE  HOUSE  AND  SENATE  TO  BRING  ABOUTH  "NOTCH"  REFORM.   BUT 
NOT  UNTIL  THIS  SESSION  HAVE  WE  SEEN  A  CONSENSUS  BILL  INTRODUCED 
AND  IT  IS  PROVING  TO  BE  A  GIANT  SUCCESS.   THE  HOUSE  BILL,  HR  917 
NOW  HAS  283  COSPONSORS,  ONE  OF  WHOM  IS  OUR  CRONGRESSMAN,  CHARLES 
TAYLOR.   THE  SENATE  BILL,  S.567,  SPONSORED  BY  TERRY  SANFORD,  NOW 
HAS  AN  OUTSTANDING  44  COSPONSORS..  JUST  THIS  PAST  WEEK  TWO  JSEW /•  r 

"'Bu.t  ikiy  tCiat  o,aU  ufict,   ^hc  Xo-J  iktxU  -uttn.-  t^i'   itltr.qtk.  tfuif   ihalL  mount  ufi  unTh  <J>iiyi  at  iM^lii:  mtt)   ^'luU   -."'-. 

anj  not  Ire  uftaiu:  and  tfiLu  ikail  wtxik.  afiii  noi  fuint. 
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SENATORS  SIGNED  ON.   WE  SEE  NEW  GROUND  BEING  BROKEN  EVERY  DAY. 
MR.  SANFORD  WANTS  TO  SEE  HIS  BILL  GET  A  VOTE  PRIOR  TO  THE  JULY 
RECESS  AND  IT  IS  OUR  HOPE  AND  PRAYER  THAT  IT  HAPPENS.   WE  WANT 
A  VOTE  THIS  YEAR  AND  FOR  THE  FIRST  TIME  IN  8  YEARS  WE  HAVE  A 
REMARKABLY  GOOD  CHANCE. 

THE  LOUDEST  NOISE  WE  HEAR  FROM  WASHINGTON  COMES  FROM  THE  UNINFORM- 
ED POLITICIANS  WHO  SAY  THAT  THE  SOCIAL  SECURITY  TRUST  FUND  COULD 
NOT  SUPPORT  THE  DEBT  OF  FIXING  THE  "NOTCH".   ACCORDING  TO  SOCIAL 
SECURITIES  OWN  FIGURES  THERE  WILL  BE  A  SURPLUS  OF  7  TRILLION 
DOLLARS  BY  THE  YEAR  2020.   MONEY  CERTAINLY  IS  NOT  THE  ISSUE. 

A  COPY  OF  "THE  NOTCH  IN  LAYMAN'S  TERMS"  IS  ATTACHED.   THIS  WILL 
GIVE  YOU  THE  BASIC  INFORMATION  ON  THE  SOCIAL  SECURITY  "NOTCH" 
AND  THOSE  WHO  ARE  EFFECTED  BY  THIS  DISCRIMINATION.   I  WILL  BE  GLAD 
TO  READ  IT  ALOUD  FOR  THE  RECORD  FOLLOWING  MY  CLOSING  REMARKS. 

IN  1995  A  GROUP  OF  "NOTCH"  ACTIVISTS  FROM  ACROSS  THE  UNITED  STATES 
FORMED  THE  NOW  NATIONALLY  RECOGNIZED  "NOTCH  ADVISORY  COUNCIL".  THE 
NINE  MEMBERS  OF  THIS  ORGANIZATION,  MYSELF  BEING  ONE,  HAVE  WORKED 
TIRELESSLY  ON   BEHALF  OF  THOSE  PEOPLE  BEING  CHEATED  OUT  OF  WHAT 
IS  RIGHTFULLY  THEIRS.   ON  BEHALF  OF  THE  NAC  AND  ON  BEHALF  OF  THE 
THOUSANDS  OF  NOTCH  VICTIMS  IN  THE  STATE  OF  NORTH  CAROLINA  I  WOULD 
LIKE  TO  THANK  CONGRESSMAN  TAYLOR  FOR  HIS  HELP  IN  THIS  BATTLE  TO 
WIN  "NOTCH"  REFORM.   WE  ARE  PROUD  TO  HAVE  HIM  HOLD  THE  SEAT  AS 
"CONGRESSMAN  FROM  NORTH  CAROLINA". 

WE  WANT  A  VOTE  ON  THE  "NOTCH"  BILL  THIS   YEAR  AND  WE  INTED  TO 
GET  IT ! ! : ! 

THANK  YOU 
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THE  "NOTCH"  IN  LAYMEN'S  TERMS 

In  1977,  a  law  was  passed  by  Congress  to  reduce  the  benefits  of  Social  Security 
recipients  born  between  the  years  of  1917  through  1921.  This  bill,  referred  to 
as  the  "Notch  Act",  reduced  benefits  for  those  Individuals  by  approximately  20% 
and  allowed  them  NO  CREDIT  for  any  earnings  past  the  age  of  6111!  They  could 
wori<  until  reaching  the  age  of  100  if  they  chose,  paying  Social  Security  Tax  all 
that  time,  but  would  receive  no  credit  toward  their  Social  Security  benefits  III! 
These  'Notch  Babies',  as  they  are  more  commonly  called,  are  being 
discriminated  against  each  and  every  morrth  when  they  receive  their  benefits 
check.  TTiey  had  a  'contract'  witti  the  government  (I.e.,  Social  Security)  and  now 
that  contract  dnd  trust  have  been  brolcen. 

Due  to  a  miscalculation  In  1972,  by  the  Social  Security  System,  extremely  HIGH 
benefits  were  paid  out  from  1972  through  1976.  By  the  time  the  error  was 
discovered  in  1977  the  Trust  Fund  was  near  bankruptcy.  Congress  and  the 
Social  Security  System  needed  a  'quick  fix'  and  chose  those  people  bom  in  1917 
through  1921  (agproximately  11.0  MILLION  of  them  II)  to  help  "replenish  the 
Trust  Fund".  Wehave^DTterrTvondered  wiry  they  did  not  take  $1.00  away  from 
ALL  Social  Security  recipients  Instead  of  taking  $100.00  away  from  only  ONE 
recipient!?!?  An  across-the-board  reduction  would  have  solved  the  entire 
problem.  At  this  point  it  must  be  made  perfectly  clear  that  Notch  Victims  had 
NO  OBJECTION  to  helping  restore  the  Trust  Fund  to  its  proper  level.  TTiey  Just 
didn't  expect  to  be  doing  It  for  the  remainder  of  their  lives.  TTiese  Individuals 
had  a  deep   respect  for  their  government  and  Its  laws.      But  we  must  be 

realistic The  Social  Security  System  will  soon  have  such  large  surpluses  that 

its  biggest  financial  problem  will  be  how  to  Invest  those  huge  Trust  Fund 
reserves  !  According  to  the  Social  Security  Administration  those  surplus  funds 
will  EXCEED  1.4  TRILLION  DOLLARS  by  the  turn  of  the  century.  A  fair  and 
equitable  solution  to  the  "Notch"  would  cost  only  10  or  12%  of  the  estimated 
surpluses  over  the  next  ten  years. 

Over  one-half  of  these  Notch  Victims  are  World  War  II  baby  boomers,  brought 
up  during  the  Great  Depression.  Tfiose  who  were  fortunate  enough  to  survive 
(and  many  did  not  I)  were  proud  to  serve  their  country  by  fighting  In  World  War 
II.  They  felt  it  an  HONOR  to  offer  their  lives  for  their  country.  And  how  does 
the  United  States  Government  say  "Thank  You"?  By  STEALING  from  the  very 
group  of  people  who  are  considered  to  be  the  back-bone  of  our  nation. 

Unfortunately,  people  born  in  1917  thru  1921  are  not  the  only  Individuals  affected 
by  this  inequity.  The  "Notch"  created  such  a  huge'  'pothole'  that,  to  phase  out 
or  recover  from  the  deep  cuts  In  benefits.  Individuals  bom  as  late  as  1922  are 
loosing  dollars  which  are  rightfully  theirs.  Those  bom  In  1922  thru  192?  DO 
receive  credit  for  earnings  after  the  age  of  61  but  none  the  less  lose  precious 
benefits. 

The  problem  is  NOT  that  the  "Notch"  ever  happened.  The  problem  !§.  that  NO 
ONE  STOPPED  THE  NOTCH  when  Social  Security  was  back  on  its  feet!!!  NOW 
is  the  time  for  this  problem  to  be  resolved  once  and  for  ailill! 

THE  MONEY  IS  THERE  AND  WE  WANT  IT  NOW!!!! 
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Mr.  Taylor.  Thank  you,  Ms.  Rogers.  Our  second  panel  member 
is  Scott  Harvey,  analyst  for  the  North  Carolina  Governor's  West- 
ern Office. 

STATEMENT  OF  SCOTT  HARVEY 

Mr.  Harvey.  Thank  you.  Congressman  Taylor  and  ladies  and 
gentlemen.  I  am  pleased  to  make  known  my  feelings  regarding  the 
earnings  test  for  determining  Social  Security  benefits.  I  shall  speak 
primarily  to  my  personal  reaction  for  I  am  not  sufficiently  familiar 
with  the  results  of  all  the  official  surveys  to  comment  with  author- 
ity on  the  earnings  test  practicability  or  its  popularity. 

I  basically  retired  at  65  at  the  end  of  1988.  A  compelling  reason 
was  that  the  projected  tax  and  benefit  charge  against  my  expected 
earnings  became  a  real  disincentive.  My  salary  at  the  time  put  me 
in  a  marginal  income  tax  rate  as  follows:  7  percent  for  State 
income  taxes;  22  percent  for  Federal  income  taxes;  and  IV2  percent 
for  Social  Security  taxes. 

I  believe  I  would  have  lost  all  my  Social  Security  benefits  if  I  had 
continued  to  draw  the  salary  I  then  earned.  In  total,  this  disincen- 
tive would  have  amounted  to  about  56  percent  of  my  total  earn- 
ings. Admittedly,  this  may  not  be  totally  accurate.  Though  the  per- 
centage may  be  only  approximate,  it  was  still  a  powerful  argument 
against  continuing  to  fulfill  my  potential.  As  a  result,  I  joined 
many  others  in  selecting  the  retirement  option  alongside  none  or 
token  earnings.  It  seems  to  me  that  many  others  in  the  middle 
class,  ages  62  to  69,  have  chosen  the  same  route. 

What  are  the  implications  here?  Well,  government  revenues 
from  vigorous  seniors  with  respect  to  income  taxes  are  lost. 

Government  revenues  from  Social  Security  taxes  are  lost.  It 
seems,  at  least,  that  Social  Security  taxes  collected  from  a  willingly 
employed  group  would  largely  offset  any  extra  drain  on  the  trust 
fund  resulting  from  abolishing  the  earnings  test. 

The  economy  suffers  from  a  reduced  market.  If  they  can,  older 
persons  buy  more  services,  if  not  more  products. 

A  partial  rationale  for  the  Social  Security  program  was  to  reduce 
the  labor  supply  in  an  economy  that  was  in  a  very  real  depression. 
In  recent  years,  there  has  been  plenty  of  demand  for  skilled,  reli- 
able workers. 

Social  Security  benefits  have  never  been  intended  to  match  the 
cost  of  living.  Many  retirees  must  supplement  their  benefits  sub- 
stantially with  current  earnings. 

Through  the  history  of  the  program,  the  age  of  a  vigorous  con- 
tributing population  has  moved  upward  from  age  65.  I  say  why 
place  obstacles  in  the  way  of  this  resource.  It  is  estimated  that  1.6 
million  persons  between  the  ages  of  65  and  69  are  ready  to  work 
again,  if  we  eliminate  this  earnings  test. 

A  great  many  older  workers  have,  throughout  their  careers, 
made  contributions  to  the  program  near  or  at  the  ceiling.  The 
return  on  their  contributions  has  been  diluted  already  by  the  bene- 
fit floor  provided  to  people  who  have  made  minimal  contributions. 
This  is  not  to  make  another  social  statement,  but  it  is  an  argument 
to  my  way  of  thinking  for  releasing  senior  citizen  energy  where  it 
exists. 
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It  has  been  noted  that  senior  citizens  who  continue  working 
enjoy  better  health.  It  may  follow  that  this  is  another  reason  to  en- 
courage them  to  remain  employed.  They  live  more  happily,  the 
load  on  Medicare  is  reduced. 

Senior  citizens  often  have  pension  benefits  supplementing  their 
Social  Security  benefits,  but  the  former  is  most  often  fixed,  as  is 
true  in  my  case.  As  the  cost  of  living  increases,  the  value  of  the 
pension  benefits  erode,  of  course.  It  becomes  prudent  for  many  to 
continue  working  for  this  reason. 

Eliminating  earnings  limitations  reduces  the  temptation  to  con- 
ceal income,  which  appears  to  be  happening. 

And  finally  I  have  read  that  the  cost  of  administering  the  earn- 
ings test  provisions  is  somewhere  between  $50  million  and  $200 
million  a  year.  That  is  quite  a  spread.  Congress  must  decide,  just 
how  much  it  is.  That  sounds,  however,  like  an  important  target  in 
cutting  government  costs. 

Thank  you  all  for  listening  to  me. 

Mr.  Taylor.  Thank  you,  Mr.  Harvey.  We  appreciate  the  presen- 
tation. Our  last  panel  member  is  Stan  Bradley,  Vice  President  of 
District  1  of  the  North  Carolina  Association  of  Long  Term  Care  Fa- 
cilities. 

STATEMENT  OF  STAN  BRADLEY 

Mr.  Bradley.  Thank  you  very  much.  I  was  listening  to  Mr. 
Harvey  there,  and  I  can  give  you  some  information  on  how  the 
Social  Security  earnings  limitation  hinders  one  industry,  and  it  is 
an  industry  that  continues  to  grow,  as  we  all  know,  and  that  is 
long  term  care. 

I  am  Vice  President  of  the  North  Carolina  Association  of  Long 
Term  Care  Facilities  which  in  the  State  of  North  Carolina  encom- 
passes approximately  17,000  beds — including  rest  homes  and  family 
care  homes.  In  1990,  an  industry-wide  study  was  done  on  the  em- 
ployee turnover  rate  in  the  rest  home  and  family  care  home  in 
North  Carolina.  The  results  of  that  showed  a  turnover  rate  ap- 
proaching 200  percent  a  year.  The  reasons  for  such  an  alarming 
rate  varied,  ranging  from  people  having  to  stay  home  to  care  for 
children  and  other  family  members  to  not  being  suited  for  that  cal- 
iber of  work,  to  finding  better  paying  jobs.  We  need  people  who  do 
not  look  at  this  type  of  work  as  another  job,  but  who  look  at  this 
line  of  work  as  a  commitment,  a  challenge  to  helping  the  aged  and 
infirm  lead  a  better  quality  of  life,  and  ensuring  that  they  can  live 
out  their  retirement  years  with  the  pride  and  dignity  as  they  have 
lived  their  lives  previously. 

As  our  population  increases  in  the  coming  years,  so  will  the  need 
to  provide  services  to  this  very  important  part  of  our  society.  Not 
only  nurses'  staff,  but  also  nurses'  aides,  food  service,  support  staff, 
administration  staff  will  all  need  to  be  increased  as  well.  The  older 
American,  in  good  health,  can  be  an  important  factor  in  seeing 
that  these  needs  are  met. 

We  need  the  older  American — I  do  not  think  we  say  that 
enough — we  need  the  older  American.  Just  because  a  person 
reaches  the  mandatory  retirement  age  does  not  mean  they  cannot 
be  an  important  part  of  our  work  force.  Older  workers  are  depend- 
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able,  certainly  more  compassionate,  with  a  special  kind  of  under- 
standing that  this  industry  needs.  To  tell  a  qualified  and  skilled 
older  American  that  they  can  only  work  a  limited  amount  of  time 
just  because  of  the  limits  on  their  Social  Security  benefits,  is  de- 
meaning and  downright  unfair. 

Not  only  will  they  continue  to  be  a  valuable  asset  as  taxpaying 
citizens,  which  this  country  so  desperately  needs,  but  they  can  also 
offer  a  service  of  valuable  expertise  where  it  will  always  be  needed. 

The  North  Carolina  Association  of  Long  Term  Care  Facilities 
supports  the  lifting  of  the  Social  Security  earnings  limit. 

Thank  you. 

Mr.  Taylor.  Thank  you,  I  appreciate  the  presentation.  I  would 
like  to  ask  the  co-member  of  the  Committee,  Congressman  Hough- 
ton, if  he  would  make  some  comments  about  the  earnings  limit  test 
and  perhaps  about  its  prospects.  He  was  the  leader  in  first  present- 
ing this  legislation  to  Congress  and  has  been  a  champion  of  that 
cause  for  some  time.  I  am  pleased  to  have  him  with  us  because  he 
is  so  knowledgeable  in  this  area. 

As  has  been  said  in  some  of  these  comments  and  some  of  the  sta- 
tistics that  need  to  be  brought  out.  Social  Security  was  never  in- 
tended to  be  the  sole  source  of  retirement  income.  The  average  that 
I  mentioned  a  moment  ago,  in  1991,  is  $600  per  month.  That  is 
much  lower  in  western  North  Carolina.  In  fact,  as  I  came  in,  one 
lady  was  showing  me  her  husband's  check — who  is  a  notch  baby, 
and  he  gets  $62  a  month.  You  will  find  much  lower  Social  Security 
in  western  North  Carolina  because,  as  I  mentioned  earlier,  you 
have  had  lower  wages,  about  60  percent  of  the  wages  even  today,  of 
the  Piedmont.  Therefore,  Social  Security,  which  is  tied  to  earnings, 
would  be  much  lower. 

In  the  1980s,  the  bulk  of  the  people,  I  think  half  of  all  our  retir- 
ees, became  65  in  the  1980s  with  less  than  $10,000  in  savings  at 
that  time.  You  find  that  some  two-thirds  of  the  elderly  are  leaving 
the  work  force  by  65  or  earlier  today,  even  though,  as  Mr.  Bradley 
pointed  out,  we  need  and  have  a  place  for  those  workers.  And  so 
the  earnings  test  limitation,  which  is  a  disincentive  for  working,  is 
something  that  is  very  important. 

Congressman,  would  you  care  to  comment  on  that  and  perhaps 
on  the  prospects. 

Mr.  Houghton.  You  bet,  Charles,  thank  you. 

Well,  I  think  I  am  probably  preaching  to  the  choir  here.  I  do  not 
think  anybody  is  going  to  disagree  with  this.  I  think  you  may  be 
interested  in,  some  of  the  statistics  which  prompted  other  than  just 
sort  of  a  visceral  feeling  about  this.  My  own  concern  is  that  some- 
times you  do  not  know  whether  the  estimates  are  right.  I  think  Ms. 
Rogers  is  right,  these  guys  have  got  a  sharp  pencil  and  sometimes 
they  come  up  with  the  wrong  answers,  as  they  did  with  the  notch 
issue. 

By  1999,  the  estimate  is  that  there  will  be  15  million  fewer 
people  between  the  ages  of  18  and  25  in  the  workforce.  That  is  bad 
because  the  limitation  for  our  growth  as  a  country  is  not  really 
going  to  be  on  science  or  technology  or  equipment,  it  is  really  going 
to  be  on  people.  And  if  you  withdraw  from  the  labor  market  those 
people  over  65  years  old,  you  are  going  to  be  withdrawing  an  enor- 
mous number  because  the  increase,   I  think  as  you   mentioned. 


55 

Charles,  over  the  last  20  years,  of  those  who  have  retired  and 
gotten  out  of  the  labor  market,  is  about  a  40  percent  increase. 

So  it  just  seemed  to  me  that  something  ought  to  be  done.  Now 
the  tax  is  confiscatory;  it  is  a  lot  less  than  it  was,  but  it  is  still 
higher  than  it  should  be.  And  it  is  a  block  to  people  continuing  in 
the  labor  force.  So  my  bill  originally  took  the  years  between  1965 
and  1969  and  just  said  the  tax  would  be  as  if  you  were  when  you 
were  70. 

Now  the  government  said  that  was  too  darned  much.  They  have 
a  thing  called  static  accounting  versus  dynamic  accounting.  In 
other  words,  they  just  take  the  cost  of  this  thing.  I  think  it  is  a 
crazy  way  of  doing  it,  but  they  do,  and  they  said  this  costs  about 
$25  billion.  So  then  we  sort  of  cranked  up  another  set  of  numbers 
which  said  maybe  you  could  do  it  between  1967  and  1969  and  that 
only  costs  about  a  billion,  actually  a  little  less  than  that. 

Now  from  my  standpoint,  that  is  going  to  make  money  for  the 
government  for  a  variety  of  reasons,  some  of  which  have  already 
been  mentioned  over  here,  but  the  bill  specifically  says — and  this  is 
not  the  only  bill  on  the  issue — that  it  repeals  the  Social  Security 
earnings  limitation  for  seniors  between  the  ages  of  67  and  69.  Also, 
it  increases  the  incentive  for  those  between  65  and  66  because  it 
permits  them  to  work  longer  by  raising  the  detail — the  delayed  re- 
tirement credit — immediately  on  reaching  the  age  of  65,  to  8  per- 
cent. 

Another  set  of  figures  you  might  be  interested  in  is  that  83  per- 
cent of  all  men  and  92  percent  of  all  women  age  65  are  retired  com- 
pletely. If  one-third  of  the  men  and  women  aged  65  and  over  went 
back  into  the  work  force  and  worked  at  only  $5  an  hour,  this  would 
increase  the  national  revenue  by  $100  billion,  and  the  taxable 
income  of  that  would  be  about  $25  billion — big,  big  money. 

I  am  active,  and  I  am  working  and  I  am  frustrated  up  in  Wash- 
ington, but  at  least  I  am  doing  something.  A  lot  of  my  friends  are 
retired  and  they  run  right  into  this  thing.  Their  medical  expenses 
are  higher,  they  are  wandering  around  the  community  and  not 
finding  what  they  want  to  do,  and  I  think  this  could  be  a  dramatic 
increase  in  the  productivity  of  this  country,  and  frankly  the  satis- 
faction of  a  lot  of  people.  So  that  was  the  genesis  of  the  whole  bill. 

Mr.  Taylor.  Thank  you.  I  would  like  to  ask  Ms.  Rogers,  do  you 
have  a  cost  on  the  notch  if  you  started  today  going  forward — what 
would  the  dollar  figure  be  for  the  notch?  Do  you  know  right  off 
hand? 

Ms.  Rogers.  No,  I  do  not.  Let  me  ask  my  daughter.  Do  you  know. 
Do  you  know,  Kathy? 

Kathy.  It  would  be  less  than  10  percent  of  the  surplus  over  the 
next  10  years. 

Mr.  Taylor.  I  have  a  figure  of  $5  billion  a  year,  but  I  was  not 
sure  whether  that  was  correct  or  not. 

Kathy.  That  is  correct. 

Ms.  Rogers.  That  sounds  right. 

Mr.  Taylor.  Five  billion  dollars  is  a  lot  of  money,  but  not  when 
you  consider  that  we  have  a  budget  this  year  of  $1.6  trillion  not 
counting  the  Social  Security  trust  fund  which  is  really  off  budget 
and  is  gaining  on  its  own.  I  have  a  figure  somewhat  in  that  same 
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range  for  the  earnings  limitation  test.  Is  that  correct,  or  do  you 
know,  Amo? 

Mr.  Houghton.  Well  it  all  depends  on  what  age  you  started  at. 

Mr.  Taylor.  Right. 

Mr.  Houghton.  But  I  figure  that  it  would  be  close  to  a  billion 
dollars  if  you  started  at  67.  If  you  started  at  66  it  would  be  much 
more  than  that,  65  of  course  it  goes  up  geometrically. 

Mr.  Taylor.  The  outstanding  contributions  we  have  from  older 
people  in  this  country  tell  us  that  we  ought  to  encourage  them  to 
continue  to  work  if  that  is  their  desire.  My  great  aunt  is  101  and 
they  called  her  to  ask  her  if  she  would  like  to  participate  in  the 
program,  Meals  on  Wheels.  She  said  she  was  busy  but  she  could 
cook  a  few. 

So  it  depends  on  your  attitude  as  to  when  you  think  you  want  to 
retire  and  when  you  think  you  are  ready  to  continue  working.  I  do 
not  think  we  ought  to  have  a  test  that  particularly  penalizes  those 
that  feel  they  want  to  continue  to  work  past  the  age  that  they 
would  be  penalized. 

We  have  a  chance  now  to  ask  either  of  the  two  panels  questions. 
Ordinarily  in  a  hearing  of  this  type,  the  questions  are  asked  only 
by  the  members  of  Congress  and  the  public  is  sort  of  the  audience 
that  views.  But  in  all  of  our  public  hearings  I  like  to  get  the  public 
involved  and  I  would  be  glad  to  have  you  ask  questions  of  the  panel 
or  of  the  two  members  of  Congress. 

If  you  do  not  have  a  question  but  a  suggestion,  then  you  may 
want  to  make  it  in  writing  and  include  it  into  the  record  and  we 
will  try  to  respond  in  writing  because  it  may  be  difficult  for  us  to 
respond  at  this  moment  to  a  suggestion  itself.  We  may  want  to  cir- 
culate it  or  pass  it  on  where  it  would  have  some  benefit.  But  let  me 
take  questions  to  the  panel  or  to  the  members  of  Congress  if  you 
would  like,  about  anything  that  has  been  said  today  that  you  would 
like  to  ask  a  question  about. 

There  is  a  hand  here.  The  lights  make  it  more  difficult  for  me  to 
see,  so  if  you  would  put  them  very  high. 

Yes? 

Voice.  Congressman  Taylor,  I  think  the  most  serious  problem  we 
have  today  is  the  horrendous  national  debt.  I  wonder  what  you  per- 
sonally are  doing  to  stem  the  flow  of  spending  in  order  to  help 
bring  our  budget  into  balance. 

Mr.  Taylor.  Well  one  of  the  things  I  am  trying  to  do  is  to  get 
more  conservatives  elected  to  Congress  so  that  we  can  address  the 
question  overall. 

This  year  we  have  a  budget  of  approximately  $1.6  trillion.  We 
will  have  revenues  of  almost  $1.2  trillion.  Now  if  we  limited  our 
spending  to  $1.2  trillion,  we  could  have  a  balanced  budget  this 
year.  By  spending  approximately  $1.6  trillion,  we  are  going  to  have 
almost  a  $400  billion  deficit.  That  is  on  top  of  a  $260  billion  deficit 
last  year,  which  means  that  we  will  put  almost  three-quarters  of  a 
trillion  dollars  in  this  Congress  added  to  the  deficit. 

That  is  an  unconscionable  figure.  It  also  means  that  we  ignore 
people's  needs,  basic  education,  basic  transportation,  the  elderly. 
$1.2  trillion  represents  almost  2.5  times  the  amount  of  the  budget 
in  1981.  So  it  is  not  a  question  of  whether  or  not  we  have  money 
for  needs,  it  is  a  question  of  setting  a  list  of  priorities  and  spending 
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the  funds  you  have  on  the  top  priorities.  At  some  point  you  have  to 
stop  spending  money. 

I  am  trying  to  do  a  number  of  things.  We  recently  had  the  check- 
kiting  scandal  in  the  House,  and  there  seven  of  us,  as  Congressman 
Houghton  pointed  out  a  moment  ago,  led  the  fight  for  disclosure 
some  6  months  ago.  It  was  not  an  effort  to  embarrass  anyone  from 
a  political  standpoint  because  we  had  no  idea  who  the  people  were 
or  what  the  ratios  of  the  people  were.  Those  of  us  who  are  trying  to 
reform  the  institution — and  Congressman  Houghton  is  one  of 
those — are  trying  to  say  that  you  cannot  be  honest  in  the  big 
things  if  you  are  not  honest  in  the  little  things.  We  could  not  try  to 
cover  up  what  turned  out  to  be  an  unraveling  scandal — it  has  gone 
from  the  the  check-kiting  situation  in  the  bank,  to  the  question  of 
whether  some  members  may  have  been  illegally  financing  their 
campaign  through  those  funds.  It  goes  into  the  House  Post  Office, 
where  we  find  cocaine  being  sold,  money  being  embezzled  and  per- 
haps some  money  laundering  of  campaign  funds.  It  goes  to  the  fact 
that  the  Congress  has  unreported  slush  funds  and  we  are  unsure 
what  those  funds  are  being  used  for.  What  I  am  saying  is  if  the 
institution  is  not  managed  in  a  professional  and  open  and  honest 
manner,  then  we  cannot  presume  to  be  managing  the  Nation's 
budget  and  affairs  in  an  open  and  honest  manner. 

We  felt  it  was  extremely  important  that  we  set  our  own  individ- 
ual house  in  order  to  be  able  to  address  the  question  of  OUR  na- 
tional problems,  and  the  national  debt  being  at  the  top  of  those 
questions.  After  6  months  of  kicking,  dragging  and  screaming,  the 
leadership  in  Congress  has  decided  that  it  would  make  those  disclo- 
sures and  more  importantly,  we  are  embarked  upon  a  broad  reform 
of  a  number  of  factors  in  the  Congress.  I  cannot  tell  you  that  all  of 
those  will  be  successful  or  they  will  go  as  far  as  we  need  them  to 
go,  but  we  are  hopeful  that  we  will  get  internal  reforms  in  the  op- 
eration of  Congress  and  that  we  can  carry  that  over  to  the  method 
of  legislating  and  appropriating  for  our  needs.  We  need,  for  in- 
stance, in  all  of  our  legislation  open  rules  that  will  allow  full 
debate  and  discussion  on  matters  coming  before  the  House.  They 
will  also  allow  amendments  and  opportunities  to  take  pieces  of  leg- 
islation, and  vote  on  those  separately  to  show  the  public  how  each 
member  of  Congress  feels  on  those  pieces  of  legislation  or  those  ap- 
propriating funds  separately. 

That  is  important,  because  much  of  what  Congress  has  done  to 
harm  this  Nation  in  the  past  has  come  in  a  convoluted  sort  of  way. 
In  much  of  the  1980s,  for  instance.  Congress  did  not  have  the  13 
budget  bills.  Instead,  it  had  a  continuing  resolution,  where  a  tril- 
lion dollars  worth  of  appropriations  would  be  rolled  up  and  brought 
out  in  a  matter  of  hours  before  the  legislative  bodies  and  then  sent 
on  to  the  administration  in  the  closing  days  of  the  fiscal  year.  No 
one  had  an  opportunity  to  question  it.  You  either  voted  for  all  of  it 
or  you  voted  against  all  of  it.  The  President  does  not  have  a  line 
item  veto,  and  I  support  such  a  veto  on  his  part;  he  could  strike  out 
individual  parts  of  a  bill,  the  pork  barrel  spending,  for  instance. 
Consequently  we  have  the  whole  mess;  weeks  later  you  found  out 
there  was  $8  million  to  support  a  school  in  France  or  to  pay  off 
someone's  political  debt  or  a  Lawrence  Welk  memorial  or  any 
number  of  the  things  as  you  go  down  the  list. 
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The  reforms  that  I  have  been  working  for  have  been  in  the  area 
of  trying  to  get  back  responsibihty,  so  that  we  as  a  body  can  priori- 
tize our  spending  needs  and  also  give  the  President  a  shot  at  it 
after  we  finish,  where  he  can  go  through  with  the  Une  item  veto. 

Congressman  Houghton  has  been  working  in  this  area  and  I 
would  yield  to  him  also  for  his  comments. 

Mr.  Houghton.  Yes,  if  I  could  just  add  to  what  you  said.  There 
really  is  only  one  thing  you  can  do,  that  is  to  vote  to  have  cuts. 
There  are  no  cuts  in  the  budget  proposal,  there  is  just  less  more. 
They  round  out  to  half  a  billion. 

Charles  and  I  are  part  of  a  group,  you  know  we  have  got  a  heck 
of  a  lot  of  warts  on  us  and  a  lot  of  bad  things,  but  the  one  thing  we 
do  want  is  to  do  exactly  what  this  gentleman  raised  the  point 
about. 

Let  me  tell  you  something  which  we  did  the  other  day.  A  vote 
came  up  as  to  whether  we  would  put  a  cap  on  Medicare  expenses. 
Medicare  expenses  have  gone  up  18  percent — 18  percent.  And  so  we 
thought  we  would  take  fully  inflated  costs,  double  those,  double 
that  again  and  still  be  way  below  18  percent— voted  down. 

We  voted  to  cut  foreign  aid — voted  down. 

We  voted  to  take  every  bit  of  savings  in  the  military  and  put  it 
towards  deficit  reduction — voted  down. 

So  I  think  the  point  that  you  raised  is  important.  We  have  got  to 
have  people  up  there  who  are  willing  to  stand  up  and  make  these 
votes,  and  there  are  just  not  enough. 

Mr.  Taylor.  Yes? 

Voice.  I  would  just  like  to  say  something  that  has  been  bothering 
a  lot  of  us.  And  that  is  from  a  "can-do"  country,  we  have  gone  to  a 
"cannot  do"  country.  People  want  to  work,  there  is  chaos  out  there 
because  people  who  lost  their  jobs — and  these  are  people  20,  30,  40, 
50,  60  right  on  up  the  line.  We  have  got  to  stop  this.  We  have  got 
to  put  our  people  back  to  work,  we  have  got  to  get  these  plants 
open  again.  We  can  make  as  good  a  product  as  any  doggone  Japan, 
Germany  or  anybody  else,. 

We  have  lost  the  incentive.  We  have  got  to  go  back  to  work  and 
it  is  Congress'  job  to  help  us. 

Mr.  Taylor.  You  know,  there  is  a  lot  of  the  mjrthology  about  the 
Japanese  or  the  Germans  or  others.  The  Japanese  are  only  82  per- 
cent as  productive  as  our  American  workers  and  that  is  based  on 
the  latest  figures  from  1990.  You  also  ask  yourself,  how  did  I  get 
from  this  point  to  the  point  we  are  in  now,  in  a  recession.  I  think 
you  have  to  look  at  the  increased  taxes  in  this  country  that  has 
driven  our  economy  down.  We  had  a  significant  tax  reduction  in 
the  early  1980s  that  produced  some  19  million  jobs  during  the 
1980s  in  this  country,  more  than  the  rest  of  the  industrialized 
world  put  together. 

We  started  chipping  away  though.  We  barely  had  the  tax  reduc- 
tions when  we  started  chipping  away.  We  had  TEFRA  I  and 
TEFRA  II  and  then  we  had  the  1986  Budget  Act  which  did  away 
with  the  capital  gains  that  we  had  at  the  moment.  It  reduced  the 
levels  of  income,  set  them  on  a  lower  range.  The  ink  had  barely 
dried  from  1986,  and  we  had  a  tax  increase  in  1990  also.  There 
were  two  tax  increases  recommended  last  year  and  there  just  came 
before  us  on  the  floor  a  $90  billion  tax  increase  that  was  recom- 
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mended  this  year.  And  so  it  is  the  ever  increasing  tax  burden  that 
is  hurting  our  industries  and  making  it  very  difficult  for  them  to 
have  the  competitive  capital  that  we  need  worldwide.  We  need  two 
things  for  long-term  growth  in  this  country.  We  need  competitive 
capital,  which  speaks  toward  taxing,  our  savings  rate  and  some 
other  areas  that  will  affect  the  competitiveness  of  our  capital. 

And  secondly,  we  need  to  address  raising  our  educational  stand- 
ards so  that  we  have  both  the  money  to  bring  on  new  plant  and 
equipment  and  we  have  an  educated  work  force  that  can  staff  the 
new  technology  that  is  needed,  and  that  will  drive  us  into  the  next 
century. 

I  am  working  in  that  area  and  I  think  if  you  had  to  pick  one 
thing  that  hurts  the  Nation,  it  has  been  the  ever-growing  tax  and 
spend  mentality  that  is  in  Washington.  Added  to  that  of  course  are 
a  number  of  regulations  that  continue  to  come  down  and  totally 
stifle  small  business,  much  of  it  well-meaning,  little  of  it  beneficial. 

We  had  a  question — did  you  have,  Ms.  Rogers? 

Ms.  Rogers.  Well,  I  was  just  thinking.  In  my  opinion,  what  is 
wrong  with  our  country  is  nobody  wants  to  work.  They  want  to 
work  in  every  other  country,  and  they  do  work  or  they  are  forced 
to,  I  do  not  know  which  it  is.  We  need  something  behind  us  to 
make  our  people,  especially  our  young  people  who  now  have  no  in- 
centive, work  because  so  many  of  them  have  come  up  on  welfare; 
grandpa  is  on  welfare,  papa  is  on  welfare,  now  I  am  on  welfare. 
Well  we  cannot  live  like  that,  that  is  drowning  us  in  poverty. 

Mr.  Taylor.  We  are  also  holding  forums  across  the  district  in  the 
area  of  strengthening  the  family.  I  am  trying  to  do  everything  I 
can  during  my  one  term  in  Congress.  If  I  come  back  another  term, 
I  will  continue  to  do  the  same  thing.  We  are  trying  to  address  a  lot 
of  the  questions  you  are  talking  about.  The  forum  that  we  are 
working  with  in  strengthening  the  family  is  very  important  and 
addresses  what  Ms.  Rogers  is  talking  about.  We  need  to  teach  basic 
values  and  strengthen  the  family  where  we  can,  and  try  to  teach 
those  values  in  the  family,  and  then  through  our  educational 
system  and  our  other  social  programs. 

Let  me  get  the  gentleman  on  the  front  row,  and,  then  I  will  take 
all  three  of  you.  Senator  Carpenter. 

Senator  Carpenter.  I  would  just  like  to  comment  on  the  observa- 
tion made  by  this  gentleman  about  working.  Congress  put  in  the 
largest  tax  increase  before  you  came  up  there  in  1990.  In  October, 
along  about  the  time  of  Desert  Storm,  this  large  tax  increase  had 
already  started.  This  took  jobs  away  because  we  were  in  the  teeth 
of  a  recession. 

Then  we  turned  right  around  in  Raleigh  in  the  General  Assem- 
bly, which  I  am  a  member  of,  and  did  the  same  thing  last  year.  If 
we  are  Acousta  down  the  road  here  and  suddenly  we  are  faced  with 
10  percent  more  in  corporate  taxes  to  pay,  are  we  going  to  put 
more  people  to  work?  No,  they  are  going  to  lay  off  more  people. 
Right? 

So  when  you  tax  the  people  more  who  create  the  jobs,  you  create 
fewer  jobs.  And  this  has  happened  in  North  Carolina  because  we 
did  exactly  the  same  thing  that  the  Congress  did.  I  am  glad  to  say 
that  I  voted  no  on  the  thing  and  had  Congressman  Taylor  been 
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there,  I  am  sure  he  would  have  voted  no  on  that  tax  increase  in 
1990. 

But  I  just  wanted  to  kind  of  enlarge  on  what  you  had  already 
said,  Congressman,  so  thank  you  for  the  time. 

Mr.  Taylor.  Certainly.  The  gentleman  right — yes. 

Voice.  I  find  that  if  a  young  person  goes  out  and  goes  to  work, 
they  only  want  to  hire  them  part  time.  These  big  corporations  are 
going  into  Mexico  to  save  money  on  labor.  Why  not  get  those  lobby- 
ists out  of  Washington,  out  of  Raleigh  and  those  places  there  and 
get  a  man  up  there  in  Washington  or  the  capitol  that  will  stick  up 
for  the  people,  not  for  the  money  under  the  table. 

That  is  all  I  have  got  to  say. 

Mr.  Taylor.  The  gentleman  right  behind.  Yes.  You  may  use  the 
mikes  or  if  you  have  got  a  loud  voice  you  can  stand  up.  Yes. 

Voice.  Congressman  Taylor,  on  your  letterhead,  it  says  you  are 
on  the  Committee  on  Public  Works  and  Transportation. 

Mr.  Taylor.  Yes. 

Voice.  Being  on  that  Committee,  I  would  think  that  you  would 
have  a  few  projects  in  mind  that  could  help  put  people  back  to 
work  and  possibly  transfer  some  of  those  dollars  from  our  cutbacks 
in  defense  and  put  them  on  projects  that  will  help  people  work,  put 
manufacturers  to  work  to  build  whatever  facilities  may  be  needed. 
Can  you  tell  us  about  that  please? 

Mr.  Taylor.  Well,  we  just  completed  a  $156  billion  transporta- 
tion bill  for  the  Nation  that  will  focus  on  our  public  transportation 
needs,  and  not  all  of  it  is  for  highways. 

I  opposed  the  5  cent  gasoline  tax  that  would  have  added  another 
$6  billion  of  essentially  pork  to  it — non-transportation  items  that 
should  have  been  handled  on  a  local  basis — because  another  5  cent 
gasoline  tax  on  top  of  the  5  we  had  in  1990  would  have  sent  the  tax 
up  38  percent  on  top  of  a  50-some  percent  increase  that  we  had 
generally.  There  will  be  a  number  of  projects  in  North  Carolina, 
transportation  projects  that  will  bring  forth  a  good  bit  of  public 
works  for  employment. 

But  our  need  is  not  just  in  appropriating  government  funds  over- 
all. There  are  infrastructure  concerns  that  we  have  to  address  in 
this  country — our  ports,  some  of  our  airports,  our  basic  transporta- 
tion systems  need  to  be  addressed,  and  there  is  a  considerable 
amount  of  money  to  work  toward  that  now. 

That  will  not  change  the  basic  problems  that  we  have  in  making 
our  capital  less  available  and  less  attractive  for  our  industries  that 
have  to  move  over  into  new  technology,  that  have  to  be  able  to 
have  a  work  force  that  can  man  that  technology. 

I  will  give  you  an  example.  I  visited  two  plants  here  in  the  south, 
both  textile  plants.  One  has  450  employees,  it  produces  something 
like  250,000  pounds  per  day  of  material,  its  cost  is  about  $40  a  unit 
for  that  material.  It  is  an  older  textile  plant.  The  newer  plant  that 
is  coming  in  right  next  door  is  labor-wise,  and  produces  450,000 
pounds  per  day  of  its  unit.  It  has  60  employees  and  it  has  a  cost  of 
$14  per  unit.  The  old  plant  and  the  $40  cost  is  a  dinosaur  that 
cannot  exist.  There  is  no  way  you  can  protect  that  into  continu- 
ation. There  is  no  way  that  you  can  save  that  industry.  We  are  too 
far  gone  in  being  a  global  economy,  we  cannot  isolate  ourselves  to 
that  extent.  What  we  have  got  to  do  is  to  retool  our  plants  and  re- 
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train  our  employees.  Because  in  the  new  plant,  instead  of  having 
machinery  that  is  basically  operated  with  muscle  strength,  you 
have  machinery  that  has  computers  at  the  end,  where  the  work 
force  has  to  be  able  to  read  the  manual,  understand  the  manual,  do 
fractions,  change  the  machine  constantly,  keep  an  eye  on  quality 
and  perform,  from  an  educated  standpoint  much  better  than  the 
employees  in  the  older  plant.  Now  they  are  paid  considerably  more 
and  that  is  a  powerful  message. 

They  are  paid  more  and  that  is  what  we  want  to  see,  that  is  how 
workers  move  up  and  their  earnings  move  up  and  their  purchasing 
ability  moves  up.  But  they  have  to  have  the  educational  training  to 
be  able  to  do  it.  When  you  get  into  quality  control,  it  is  even 
higher.  Plus,  we  have  to  have  the  capital  to  retool. 

Now  that  does  not  mean  that  we  will  lose  all  those  employees  be- 
cause we  have  enough  demand  in  this  country  with  the  labor  we 
are  going  to  have,  that  we  can  utilize  all  of  those  450  spaces,  but 
not  just  in  that  one  production  at  the  low  cost  that  we  have. 

We  have  some  other  questions.  Let  me  get  the  fellow  on  the  first 
row  and  then  second  row  and  then  I  will  get  you  in  the  back,  okay? 

Voice.  I  am  not  too  put  out  with  the  capital  gains  tax  but  what  I 
am  against  is  using  half  of  my  Social  Security  to  raise  the  tax  on 
it. 

Mr.  Taylor.  Raising  the  tax  on  your  Social  Security? 

Voice.  No,  what  it  is,  they  use  half  of  my  Social  Security  and 
they  put  it  in  the  column  that  makes  the  tax  higher  on  the  capital 
gains. 

Mr.  Taylor.  I  do  not  understand  that,  but  if  you  would  maybe 
put  that  in  writing,  I  would  like  to  understand  it. 

Voice.  It  was  in  last  year's  tax  bill. 

Mr.  Taylor.  Okay.  I  would  like  to  understand  what  you  are 
saying. 

Second  gentleman  back  here.  Yes? 

Voice.  What  are  your  thoughts  on  combining  the  Social  Security 
budget  with  the  national  budget?  It  seems  to  me  that  it  is  very  mis- 
leading that  certain  people  in  Congress  want  to  use  that  as  a  club 
to  change  Social  Security  and  the  media  also  seems  to  be  sending 
forth  a  false  concept  of  Social  Security.  Actually  so  far  as  I  can  see, 
it  might  be  a  part — 

Mr.  Taylor.  It  ought  to  be  off  budget  and  it  was  intended  to  be  a 
separate  fund.  The  real  danger  is  that  the  government's  debt  is  so 
great  and  its  needs  are  so  great,  it  is  going  to  every  fund,  not  just 
social  Security  but  transportation,  every  fund  there  is,  and  borrow- 
ing the  reserve  funds  and  leaving  an  lOU  in  their  place.  Because 
we  have  a  $4  trillion  debt  they  are  looking  for  money  everywhere 
they  can.  And  that  is  the  greatest  risk  to  the  Social  Security  fund. 

Yes,  the  gentleman  in  the  back  now. 

Voice.  One  thing  I  think  would  really  help  this  country  is  simpli- 
fying our  patent  laws.  In  some  countries  it  costs  nothing  to  get  a 
patent;  in  this  country,  it  is  the  most  bureaucratic  mess  I  have  ever 
seen.  I  have  been  fortunate  enough  to  travel  in  almost  every  major 
country  in  this  world,  and  we  have  some  archaic  and  backward 
patent  laws.  Inventors  put  folks  to  work.  In  western  North  Caroli- 
na we  have  this  huge  resource  of  retired  people  that  have  great 
ideas  that  would  put  people  back  to  work  in  this  country  and  put 
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us  in  the  number  one  spot  in  terms  of  technology  in  this  world. 
Simplify  these  archaic,  backward  patent  laws  like  some  of  the  Eu- 
ropean countries  have,  and  it  will  put  people  back  to  work. 

Another  thing  I  have  observed  in  my  travel  in  terms  of  Social 
Security — in  Denmark,  for  example,  if  you  draw  Social  Security, 
you  are  going  to  be  doing  something  like  beautification  in  the  city. 
They  have  little  ladies  over  there  that  have  a  need  to  be  on  the 
Social  Security  program,  they  have  cute  little  coveralls  and  things 
to  clean  up  around  the  city.  We  could  put  some  of  our  parks  people 
back  on  gainful  work  and  have  people  on  Social  Security,  if  they 
are  capable  of  working,  put  them  to  work.  Some  of  them  could  go 
out  and  get  a  real  job  and  get  off  our  Social  Security  system  that  is 
dragging  us  down  by  the  throat  in  this  country. 

I  have  got  another  10  years  before  I  will  be  65,  but  these  are 
some  of  the  things  we  can  do  to  change  this  country.  Some  of  us 
are  mad.  We  think  of  replacing  everybody  in  Congress.  You  will 
not  believe  the  groundswell  that  is  trying  to  write  in  Ross  Perot  for 
President  out  here.  I  was  totally  shocked  when  I  found  the  number 
of  people  who  want  to  sign  him  up  and  get  him  on  our  ballots.  It  is 
just  a  quiet  movement  taking  over  the  country.  Some  people  are 
going  to  be  shocked  when  they  find  out  Ross  is  going  to  be  on  the 
ballot  probably. 

Mr.  Taylor.  Thank  you.  Amo,  you  can  jump  in  here  any  time 
you  want  to. 

Mr.  Houghton.  I  was  thinking  about  running  from  here. 

Getting  back  to  the  Social  Security  issue — it  is  a  tough  one. 
Social  Security  is  not  like  a  private  pension  fund.  An  employer  and 
you  put  money  into  a  Social  Security  pool  and  that  pool  then  buys 
a  special  Social  Security  Treasury  bond,  but  that  bond  therefore  is 
available  for  use  any  place.  In  the  private  system,  it  goes  into 
buying  real  estate  or  stocks  or  special  municipals  or  whatever  it  is 
and  it  is  set  aside. 

It  is  not.  And  until  we  really  set  it  aside,  not  just  on  an  account- 
ing basis,  but  in  an  investment  basis,  then  that  money  is  going  to 
continue  to  be  used.  The  tragedy  is  that  more  and  more  of  it  is 
needed  because  of  the  fact  that  our  expenses  are  higher  than  our 
revenues. 

Mr.  Taylor.  To  fund  the  debt.  The  gentleman  in  yellow  and  then 
over  to  the  right. 

Voice.  This  is  one  question  directed  to  two  people.  Here  it  is.  I 
am  a  World  War  II  veteran,  42  months  overseas,  combat  veteran. 
Ms.  Rogers,  this  notch  law  is  discriminatory  against  my  generation. 
I  am  a  Depression  kid,  came  up  in  the  1930s,  volunteered  in  the 
Army  and  you  got  42  months  of  my  life.  That  is  some  pay  off,  some 
gratitude,  that  bunch  up  there  in  Washington  to  even  have  that 
notch  law,  that  is  discriminatory  against  World  War  II  veterans. 

Voice.  Yes,  that  is  right. 

Ms.  Rogers.  Well  if  we  could  get  Social  Security  out  of  the  na- 
tional budget,  which  it  should  have  been  done  a  long  time  ago,  we 
would  not  have  this  problem.  But  we  are  going  to  have  this  as  long 
as  the  government  has  got  their  hands  on  it  and  they  are  going  to 
use  it  for  just  whatever  they  want  to  because  we  seem  to  be  unable 
to  get  it  out.  Yes,  it  is  discrimination,  I  agree  with  you. 
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Mr.  Taylor.  Well  I  cannot  add  to  that,  it  is  discrimination,  and 
as  Ms.  Rogers  pointed  out  earlier,  we  have  legislation  to  address  it. 
We  hope  to  get  a  discharge  petition  or  in  some  way  move  the  legis- 
lation out  of  the  Ways  and  Means  Committee  and  make  some 
progress  on  the  legislation. 

Over  here,  yes. 

Voice.  I  want  to  speak  about  the  national  debt.  First  of  all,  I  do 
not  remember  exactly  when  we  started  getting  into  this  huge  debt 
except  that  it  has  accelerated  very  fast  recently.  The  next  thing  is 
that  we  take  40  to  50  years  to  get  a  huge  debt  like  this,  how  are  we 
going  to  get  out  of  it  by  trying  to  use  the  Gramm-Rudman  bill  or 
something  similar  to  it,  which  I  think  is  trying  to  balance  the  na- 
tional debt  too  quickly.  What  we  should  do  is  get  an  amendment  to 
the  Constitution  which  says  that  nobody  can  stop  this  without  at 
least  a  two-thirds  vote  or  better  and  what  we  need  to  do  is  return 
to  real  money,  reduce  the  national  debt.  And  just  as  an  example,  I 
do  not  know  figures,  half  a  percent  per  year  in  real  money  over  a 
period  of  40  or  50  years  just  like  we  got  into  it.  I  think  that  is  the 
only  possible  way  that  you  can  do  things  without  having  a  revolu- 
tion such  as  the  Gramm-Rudman  type  of  bill  when  we  really  do  not 
need  a  revolution. 

Mr.  Taylor.  Well  there  are  many,  many  proposals  out  there  for 
a  balanced  budget  amendment.  I  am  involved  with  a  number  of 
them.  Some  of  them  require  greater  percentages  to  spend  dollars. 
The  line  item  veto  is  one  that  would  help  break  off  small  items 
that  come  into  large  items.  Ultimately,  you  have  to  have  the  desire 
to  do  it. 

For  instance,  if  we  could  freeze  our  appropriations  except  in  the 
area  of  cost  of  living  in  retirement.  Social  Security  and  other  re- 
tirement benefits,  and  hold  those  cost  of  living  adjustments  in  the 
retirement  areas  in  the  area  of  inflation,  we  would  make  substan- 
tial improvements  in  our  appropriation  process. 

Take  Congress  for  instance.  We  tried  this  year,  several  of  us,  to 
address  the  question  of  Congressional  spending.  Congress  spends 
some  $3  billion  on  itself.  That  is  up  a  billion  dollars  since  1989.  In 
other  words,  a  50  percent  increase  from  1989  until  the  1992  budget. 
The  committee  appropriations,  when  they  come  to  committee  ap- 
propriations, had  increases  up  to  22  percent  this  year.  Well,  infla- 
tion was  something  like  3.5  or  there  abouts  this  year.  So  in  many 
of  our  expenditures — and  as  Amo  mentioned  a  moment  ago — you 
will  see,  in  many  of  the  expenditures  you  will  have  inflation.  You 
can  even  increase  it  above  inflation,  but  they  are  increasing  it  four 
or  five  times  inflation.  And  you  cannot  hope  to  have  a  balanced 
budget  when  you  have  those  types  of  increases.  You  have  obviously 
had  enormous  increases  if  we  have  gone  from  a  $500  billion  budget 
in  1981  to  a  $1.6  trillion  budget,  over  three  times  as  much,  by  1992. 

Yes,  in  the  very  back. 

Voice.  Charles,  I  would  like  to  ask  you  a  question  here;  is  there 
anything  afloat  in  the  legislative  branch  on  mandated  programs  or 
is  this  just  a  quote  by  President  Bush  in  his  state  of  the  union  mes- 
sage, that  he  is  going  to  deal  with  the  mandated  program.  I  am 
speaking  of  social  services  and  others.  That  is  affecting  your  taxes, 
it  is  affecting  mine.  Until  we  get  something  done  on  that,  we  are 
hurting. 
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You  say  there  is  some  team  at  work  in  the  legislature  making 
Social  Security  an  independent  branch  of  the  government — are 
there? 

Mr.  Taylor.  I  do  not  know  of  any.  Social  Security  is  a  separate 
tax  and  a  fund  that  was  intended  to  be  set  aside  separately,  man- 
aged separately  and  then  provide  revenue  to  the  individuals  who 
were  a  party  to  it.  What  people  are  concerned  about  is  that,  you 
have  those  hundreds  of  billions  of  dollars  sitting  there,  they  go  into 
certain  types  of  government  securities.  The  government  more  and 
more  wants  them  to  make  up  the  deficit  difference  and  we  are 
funding,  in  other  words,  a  government  deficit,  which  is  not  a 
healthy  sort  of  thing  where  you  are  increasing  the  deficit  by  hun- 
dreds of  billions  of  dollars  constantly  because  you  are  going  to 
create  inflation,  you  are  going  to  create  problems.  At  some  point 
you  are  going  to  have  to  face  perhaps  cutting  benefits  or  raising 
taxes.  And  most  of  you  know  how  that  goes.  And  that  is  the  danger 
that  it  puts  in  the  Social  Security  fund. 

Yes? 

Voice.  I  have  a  question  for  Deborah  Moeller.  Just  what  is  the 
availability  of  reverse  mortgages  in  this  State? 

Ms.  Moeller.  Very  limited  at  the  moment.  Clyde  Savings  is  cur- 
rently considering  the  option.  We  have  not  had  a  very  large 
demand — in  fact  we  have  had  less  than  five  people  actually  ask  us 
for  one. 

Voice.  A  year  ago  no  one  knew  about  it. 

Ms.  Moeller.  Yes,  no  one  knew  about  them.  They  have  been 
around  for  awhile,  FNMA  has  been  doing  this  for  awhile.  We  are 
currently  seriously  considering  the  option.  I  believe  there  is  only 
one  institution  in  North  Carolina  at  this  point  that  is  actively  of- 
fering them— I  may  be  wrong  about  that.  But  they  are  going  to 
become  more  popular,  and  the  more  you  ask,  the  more  likely  it  is 
that  it  will  happen  quicker. 

Mr.  Taylor.  As  I  mentioned  a  moment  ago,  Deborah  prepared  a 
very  nice  booklet  like  this.  If  you  would  leave  your  name  back  at 
the  desk  or  see  her  afterwards,  I  am  sure  she  would  be  able  to 
make  one  available  to  you. 

Ms.  Moeller.  There  are  copies  out  front. 

Mr.  Taylor.  There  are  copies  out  front.  If  there  are  not,  let  us 
know  and  we  can  see  that  you  get  one. 

Yes? 

Voice.  Why  is  it  absolutely  necessary  that  we  spend  continuously 
billions  of  dollars  going  into  outer  space.  Why  can  that  program 
not  be  slowed  down  temporarily  until  we  recuperate  some  of  the 
money  in  this  country.  Outer  space  is  very  important  right  now,  we 
listen  to  it,  we  understand  it,  but  is  it  necessary  to  continuously  go 
and  explore  up  there  when  on  Earth  people  cannot  function  be- 
cause the  money  is  being  wasted  up  there? 

And  secondly  when  it  comes  to  our  education,  all  other  countries 
go  to  school  from  8  in  the  morning  until  4  in  the  afternoon  without 
busing,  without  getting  free  lunches  and  getting  3  hours  of  school 
work  after  school  and  on  weekends  6  hours,  and  they  manage  to  be 
educated,  and  we  do  not. 

We  are  weaklings. 
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Voice.  We  have  no  discipline,  the  parents  have  no  discipline  and 
the  children  cannot  have  discipline  if  the  teachers  are  not  taught 
to  be  disciplined.  First  of  all  the  parent,  secondly  the  teacher, 
thirdly  the  child.  We  are  weaklings.  We  leave  our  children  to  be 
the  guardians  of  the  country;  we  guide  the  children,  the  children 
do  not  guide  us.  No  child  has  ever  been  killed  by  being  spanked  on 
his  rear  end  when  he  speaks  up  and  says,  "no,  I  do  not  want  it." 
You  say  what  you  want,  not  the  child. 

Mr.  Taylor.  I  need  to  get  you  to  our  next  family  forum  to  speak 
in  that  area.  Let  me  address  one  part  of  that.  The  space  budget  has 
been  cut  heavily.  The  concentration — and  Congressman  Houghton, 
correct  me  if  I  am  wrong,  the  concentration  has  been  on  the  space 
laboratory  at  the  moment,  where  the  future  funds  look  like  they 
are  going.  The  idea  behind  space  exploration — and  I  frankly  sup- 
port a  reasonable  level  of  funds  for  space  because  it  is  one  of  the 
areas  where  we  find  that  the  spin-off  technology  that  comes  to 
health  care,  comes  into  many  of  the  areas  has  been  derived  in  the 
last  30  years. 

A  lot  of  times,  a  Nation  makes  its  great  leaps  forward  in  times  of 
war  or  in  times  of  exploration.  Most  of  us  would  prefer  that  it  not 
be  in  time  of  war.  We  have  had  many  innovations  in  the  time  of 
war,  but  we  hope  we  have  reached  a  level  where  we  will  not  be 
concentrating  in  that  area.  And  I  think  it  is  important  for  us  to 
put  some  of  our  resources  into  exploration  because  of  the  enormous 
side  benefits  it  has  to  our  society.  Those  funds  have  been  cut  dra- 
matically though  percentage-wise  since  the  early  1960s. 

Amo. 

Mr.  Houghton.  Well  I  think  you  are  right,  Charles.  You  know,  a 
lot  of  the  funds  originally  went  towards  going  to  the  moon  and  all 
sorts  of  fancy  things  like  that.  And  then  there  was  a  question 
whether  we  should  go  to  Venus  and  then  there  was  the  Hubbell 
issue.  A  lot  of  the  effort  now  is  really  sort  of  directed  back  towards 
the  Earth,  where  you  only  can  see  it  from  outer  space.  And  the  big 
question,  and  maybe  the  largest  question,  coming  up  in  the  next  10 
years,  other  than  our  terrific  budget  deficit,  is  about  this  environ- 
ment. I  mean  what  about  global  warming,  you  know  we  have  had  a 
hiatus  now  because  of  the  explosion  of  the  volcano  in  the  Philip- 
pines now  and  it  has  reduced  the  global  warning  I  think  they  say 
by  about  1  percent  per  year.  But  that  is  going  to  go  away. 

And  what  about  these  holes  in  the  ozone  and  what  about  our  use 
of  chloroflourocarbons.  What  is  happening?  I  think  a  lot  of  that 
effort  is  going  on  because  we  are  doing  it,  nobody  else  is. 

Mr.  Taylor.  And  as  you  say,  we  need  solid  answers.  Are  those 
problems  or  are  those  imaginary  things  that  we  think  are  prob- 
lems, and  the  real  problem  is  something  else.  So  the  research  and 
the  technology  that  we  can  gain  I  think  in  this  area  can  be  very 
helpful. 

Let  me  have  a  couple  more  and  then  the  young  lady  in  red  that 
just  stood — 

Voice.  Something  I  have  been  curious  about,  I  know  someone 
who  is  employed  by  the  State.  Toward  the  end  of  every  year,  she 
says  they  have  to  practically  stand  on  the  street  and  throw  the 
money  away  so  they  can  get  the  next  year's  appropriation  and  get 
what  they  asked  for,  which  is  more  than  they  had  this  year.  I  know 
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that  is  done  in  Federal  too.  Now  could  they  not  cut  those  appro- 
priations from  year  to  year  to  keep  them  within  the  limit  of  the 
year  before?  You  could  save  money  that  way? 

Mr.  Houghton.  Could  I  answer  that,  Chairman? 

Mr.  Taylor.  Yes. 

Mr.  Houghton.  I  think  you  have  got  a  good  point.  You  know  in 
business  I  think — any  business  that  I  have  been  associated  with — if 
your  actual  costs  were  less  than  your  budget,  then  you  took  a  look 
at  the  next  year  in  terms  of  what  your  actual  was,  not  what  your 
budget  is.  But  that  is  not  what  they  do  in  administering  depart- 
ments. They  look  at  what  your  budget  was  and  if  you  have  not 
spent  that  budget,  then  you  catch  hell  by  the  various  people  there. 
Now  that  is  getting  less  and  less  and  less  because  we  are  beginning 
to  tighten,  tighten.  But  it  is  still  is  a  problem  and  it  is  really  a 
function  of  the  accounting  system. 

Voice.  May  I  ask  a  question? 

Mr.  Taylor.  Certainly. 

Voice.  When  we  had  a  crisis  in  Social  Security  the  President  ap- 
pointed a  non-partisan  group  both  in  and  out  of  government,  to  at- 
tempt to  come  up  with  a  plan  to  resolve  the  problem.  We  have  had 
our  national  health  problem  for  years,  there  are  about  20  different 
people  working  on  plans  at  the  present  time,  which  means  it  takes 
the  time  of  an  awful  lot  of  people.  There  is  a  tremendous  amount 
of  duplication  at  tremendous  costs.  Now  I  cannot  understand  why 
long  ago  when  this  became  a  problem,  the  President  did  not  ap- 
point a  non-partisan  in  and  out  of  government  committee  to  re- 
search the  whole  thing  and  come  up  with  a  plan  that  could  be  sub- 
mitted to  Congress.  If  Congress  has  to  review  20  plans  from  20  dif- 
ferent Congressmen,  we  are  never  going  to  make  any  progress.  I 
think  we  need  professional  people  in  all  the  elements  of  the  medi- 
cal program  to  be  on  a  committee  to  meet,  to  compromise  where 
they  have  to,  and  come  up  with  a  plan  that  everybody  can  live 
with  that  is  reasonable  and  then  you  can  judge  on  one  plan  instead 
of  the  conglomeration  of  plans  we  have  at  the  present  time.  To  me, 
it  would  be  the  most  logical  thing  in  the  world  to  do  in  this  situa- 
tion we  are  in  now. 

Mr.  Taylor.  Amo. 

Mr.  Houghton.  Could  I  take  a  crack  at  that?  I  do  not  know  what 
your  name  is,  sir,  but  that  has  been  done.  The  problem  is  nobody 
agrees.  They  have  got  three  different  approaches  here — 

Voice.  I  saw  the  AARP  bulletin,  they  have  10  different  plans. 

Mr.  Houghton.  No,  there  are  basically  three  different  concepts 
here.  One  is  to  have  a  Canadian  or  an  English  plan  which  is  total 
socialized  medicine.  Another  thing  is  to  have  a  plan  called  a  play 
or  pay.  In  other  words,  you  are  in  business  and  you  have  got  a 
health  plan  for  your  employees,  fine;  if  not,  you  are  going  to  have 
your  taxes  increased  by  30  percent  to  pay  for  the  others. 

Then  the  third  is  really  upgrading  the  whole  system.  And  that  is 
where  some  of  these  private  groupings  have  come  and  emphasized 
that,  but  there  has  been  so  much  dissension  between  that  and  the 
other  two  that  we  have  had  no  resolution  on  this. 

Voice.  Well  that  is  what  I  am  saying.  Why  not  get  people  togeth- 
er, forget  about  Congress.  You  can  have  Representatives  from  Con- 
gress, but  get  the  American  Medical  Association  get  the  insurance 
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industry,  get  the  people  that  are  going  to  be  involved  to  try  and 
put  a  plan  together  and  forget  about  having  Congress. 

Mr.  Houghton.  But  the  American  Medical  Association  and  the 
insurance  industry  agree  with  the  private  advisory  groups  that  it 
should  be  increasing  and  benefiting  the  situation  that  we  have  now 
rather  than  going  towards  this  play  or  pay  or  the  socialized  medi- 
cine. But  they  still  do  not  agree  with  it  down  there  and  somebody 
has  got  to  do  something. 

Voice.  When  I  have  got  a  problem,  I  try  to  get  the  people  togeth- 
er that  were  involved  in  the  problem  to  sit  around  the  table  and 
have  an  exchange  of  ideas  around  the  same  table  so  that  you  have 
got  to  compromise.  It  is  a  tough  decision.  The  President's  idea  of 
just  giving  people  money  to  pay  who  do  not  have  money  now,  or 
take  a  deduction,  you  have  to  have  money  to  take  a  deduction  and 
they  are  not  going  to  have  money  to  buy  the  medical  coverage,  it  is 
not  going  to  control  the  costs.  Until  we  do  something  to  control 
medical  costs,  it  is  a  crime  for  the  amount  of  money  to  be  spent  for 
the  health  of  the  people  in  this  country  that  is  being  spent  at  the 
present  time.  As  the  Congressman  indicated,  an  18  percent  in- 
crease in  a  year  or  whatever  it  might  be  is  inexcusable. 

Voice.  Has  anybody  looked  at  the  State  of  Washington  that 
ranked  its  medical  care — 

Mr.  Taylor.  Oregon  I  think  it  is. 
Voice.  Oregon? 

Mr.  Taylor.  Yes.  There  are  a  number  of  programs  before  Con- 
gress. The  President's  plan  is  much  broader  than  just  the  tax  credit 
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that  is  done  in  Federal  too.  Now  could  they  not  cut  those  appro- 
priations from  year  to  year  to  keep  them  within  the  limit  of  the 
year  before?  You  could  save  money  that  way? 

Mr.  Houghton.  Could  I  answer  that,  Chairman? 

Mr.  Taylor.  Yes. 

Mr.  Houghton.  I  think  you  have  got  a  good  point.  You  know  in 
business  I  think — any  business  that  I  have  been  associated  with — if 
your  actual  costs  were  less  than  your  budget,  then  you  took  a  look 
at  the  next  year  in  terms  of  what  your  actual  was,  not  what  your 
budget  is.  But  that  is  not  what  they  do  in  administering  depart- 
ments. They  look  at  what  your  budget  was  and  if  you  have  not 
spent  that  budget,  then  you  catch  hell  by  the  various  people  there. 
Now  that  is  getting  less  and  less  and  less  because  we  are  beginning 
to  tighten,  tighten.  But  it  is  still  is  a  problem  and  it  is  really  a 
function  of  the  accounting  system. 

Voice.  May  I  ask  a  question? 

Mr.  Taylor.  Certainly. 

Voice.  When  we  had  a  crisis  in  Social  Security  the  President  ap- 
pointed a  non-partisan  group  both  in  and  out  of  government,  to  at- 
tempt to  come  up  with  a  plan  to  resolve  the  problem.  We  have  had 
our  national  health  problem  for  years,  there  are  about  20  different 
people  working  on  plans  at  the  present  time,  which  means  it  takes 
the  time  of  an  awful  lot  of  people.  There  is  a  tremendous  amount 
of  duplication  at  tremendous  costs.  Now  I  cannot  understand  why 
long  ago  when  this  became  a  problem,  the  President  did  not  ap- 
point a  non-partisan  in  and  out  of  government  committee  to  re- 
search the  whole  thing 
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industry,  get  the  people  that  are  going  to  be  involved  to  try  and 
put  a  plan  together  and  forget  about  having  Congress. 

Mr.  Houghton.  But  the  American  Medical  Association  and  the 
insurance  industry  agree  with  the  private  advisory  groups  that  it 
should  be  increasing  and  benefiting  the  situation  that  we  have  now 
rather  than  going  towards  this  play  or  pay  or  the  socialized  medi- 
cine. But  they  still  do  not  agree  with  it  down  there  and  somebody 
has  got  to  do  something. 

Voice.  When  I  have  got  a  problem,  I  try  to  get  the  people  togeth- 
er that  were  involved  in  the  problem  to  sit  around  the  table  and 
have  an  exchange  of  ideas  around  the  same  table  so  that  you  have 
got  to  compromise.  It  is  a  tough  decision.  The  President's  idea  of 
just  giving  people  money  to  pay  who  do  not  have  money  now,  or 
take  a  deduction,  you  have  to  have  money  to  take  a  deduction  and 
they  are  not  going  to  have  money  to  buy  the  medical  coverage,  it  is 
not  going  to  control  the  costs.  Until  we  do  something  to  control 
medical  costs,  it  is  a  crime  for  the  amount  of  money  to  be  spent  for 
the  health  of  the  people  in  this  country  that  is  being  spent  at  the 
present  time.  As  the  Congressman  indicated,  an  18  percent  in- 
crease in  a  year  or  whatever  it  might  be  is  inexcusable. 

Voice.  Has  anybody  looked  at  the  State  of  Washington  that 
ranked  its  medical  care — 

Mr.  Taylor.  Oregon  I  think  it  is. 

Voice.  Oregon? 

Mr.  Taylor.  Yes.  There  are  a  number  of  programs  before  Con- 
gress. The  President's  plan  is  much  broader  than  just  the  tax  credit 
he  had  in  mind.  That  was  only  directing  the  question  to  the  people 
who  do  not  have  the  means  to  pay  for  insurance  at  all.  But  it  was  a 
rnuch  broader  plan  that  dealt  with  costs,  that  dealt  with  control- 
ling costs  and  also  dealt  with  the  question  of  care. 

I  would  like  to  see  us  continue  to  have,  and  I  hope  we  can  have 
in  June  a  health  care  forum  specifically  here  in  this  area  designed 
to  point  towards  health  care,  bring  down  a  number  of  leaders  from 
Washington  and  have  questions  answered  and  take  people's  ideas 
particularly  in  that  area.  I  do  not  think  we  are  going  to  get  any 
legislation  in  health  care  this  year.  I  am  not  saying  it  is  not 
needed,  I  am  just  saying  we  are  rapidly  moving  through  a  primary 
season  and  into  general  election  and  it  is  hard  to  get  Congress  and 
everyone  else  to  focus  on  those  issues  as  you  get  closer  to  August. 

I  think  the  best  thing  we  can  do  is  to  get  as  much  input  from  the 
people  of  western  North  Carolina  on  this  question  in  the  coming 
months. 

I  will  take  one  more  question  and  then  Mr.  Houghton  and  I  have 
to  go  to  another  meeting.  This  gentleman  here  with  the  vest. 

Voice.  I  am  one  of  those  persons  that  was  going  to  be  hit  hard  by 
the  catastrophic  health  insurance.  Do  you  have  any  plans  for  that 
again? 

Mr.  Taylor.  I  have  not  heard  it,  have  not  seen  it  raise  its  head 
at  all. 

Mr.  Houghton.  Charles,  if  I  could  just  add  onto  that. 

Mr.  Taylor.  Certainly. 

Mr.  Houghton.  That  was  a  program  that  was  voted  in  and  then 
the  pressure  was  so  great  it  was  voted  out.  It  was  voted  out — there 
was  such  a  number,  I  think  there  was  250  votes  switched  on  that, 
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so  that  people  do  not  want  to  touch  that  at  all  at  the  moment  and  I 
think  the  major  emphasis  is  really  in  the  thing  that  Charles  has 
been  talking  about,  the  basic  health  care  issue  and  the  long-term 
health  care  issues,  not  catastrophic  care. 

Voice.  Thank  you. 

Mr.  Taylor.  I  think  that  was  a  case  where  the  public  was  not 
involved,  there  was  not  enough  discussion  and  public  input  and  un- 
derstanding. I  think  it  might  not  have  ever  been  brought  up  or  it 
might  have  been  brought  up  in  a  different  way. 

I  can  tell  you,  having  served  in  Washington,  that  the  depth  of 
dumb  cannot  be  fathomed  up  there.  Do  not  be  surprised  with  any- 
thing that  you  see  or  hear.  What  we  need  is  your  input  as  much  as 
possible  and  your  thoughts  on  a  lot  of  these  matters.  That  is  why 
we  have  hearings  like  this  in  the  communities,  and  we  want  to  con- 
tinue to  have  those  hearings — many  of  you  may  have  questions  or 
input  today  that  you  did  not  get  a  chance  to  talk  about  or  did  not 
want  to.  I  am  going  to  ask  the  staff  to  stand  at  the  back.  We  have  a 
card  that  has  the  address  of  the  Congressional  office,  both  the  dis- 
trict office  and  the  Washington  office.  If  you  will  take  one  of  those 
and  if  you  will  put  your  thoughts  in  writing,  we  will  review  them 
ourselves.  Congressman  Houghton  and  myself,  and  then  we  will  see 
that  they  are  passed  on  to  other  individuals  or  administration  that 
need  them.  If  you  want  them  submitted  into  the  record,  mark  that 
on  those  items. 

I  want  to  thank  our  panel  today  for  the  presentation  and  thank 
all  of  you  who  attended.  We  appreciate  you  coming  and  your  inter- 
est. 

We  will  be  adjourned. 

[Whereupon,  at  3:27  p.m.,  the  hearing  was  adjourned.] 
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